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Introductory Note 



The Pennsylvania C. P. A. Act, which became 
effective on March 29, 1899, was the second law 
attempting in any manner to recognize account- 
ancy as a profession in the United States. Under 
its provisions the Governor of the State is charged 
with the duty of appointing the members of the 
Board of Examiners, which is composed of three 
accountants and two lawyers, and soon after the 
passage of the law Governor William A. Stone 
appointed the first Board, consisting of Charles 
N. VoUum, of Philadelphia; John Vaughan, of 
Pittsburgh; George R. Heisey, of Lancaster, Pa.; 
Hon. Frank Reeder, of Easton, Pa., and J. Willis 
Martin, Esq., of Philadelphia. Of the member- 
ship of this original Board, the only one now in 
service is Charles N. VoUum, C.P.A. 

The first examination was held in Pittsburgh on 
November 13 and 14, 1899, and in Philadelphia on 
November 17 and 18, 1899, thus covering but two 
days of eight and one-half hours each, or a total 
of seventeen hours. This examination consisted 
of questions grouped under four heads — Theory 
of Accoxmts, Practical Accounting, Auditing and 
Commercial Law. 

From the above date until the close of 1907, 
twelve examinations have been held, and the same 
order of subjects was observed until the last one, 
when, tmder revised rules of the Board in effect 
from January i, 1907, the examination questions 
were grouped in accordance with the language of 
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the Pennsylvania C. P. A. Act under General 
Accounting and Commercial Law. It is believed 
that the revised grouping affords opportunity for 
a more comprehensive examination in topics with 
which a practicing public accountant should be 
familiar than is practicable under the old form of 
examinations. The first practical test of the work- 
ing of the new plan was had in the examination 
held in November, 1907, at which the Board en- 
deavored to set an examination in keeping with 
the outline published in connection with the rules. 
The experience of this examination has convinced 
the Board of the wisdom of the new order. 

The time allowed for the examinations has from 
time to time been increased from the seventeen 
hours required in the first examination in 1899, 
imtil in the November, 1907 examination, three 
days of seven hours each were devoted to General 
Accounting and a fourth day spent on Commercial 
Law, thus making a total of twenty-eight hours. 
The latter would seem to mark the limit of time 
that may reasonably be required of a candidate at 
a final examination. 

It is in the hope that students of accotmtancy 
may be assisted in their efforts and that other boards 
of examiners may have the benefit of the experi- 
ence of the Pennsylvania Board that this volume, 
containing the Pennsylvania C. P. A. Act, the rules 
now in force and the full text of the questions set 
by this Board from its creation in 1899 to the close 
of 1907, is published. 



Philadelphia, March 20, 1908. 
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Certified Public Accountant Act 



An Act to establish a Board for the examination of account- 
ants, to provide for the granting of certificates to 
accountants, and to provide a punishment for the vio- 
lation of this Act. 

Section I. — Be it enacted by the Senate and House 
of Representatives of the Cbnunonwealth of Pennsylvania 
in General Assembly met, and it is hereby enacted by the 
authority of the same, that any citizen of the United States 
residing or having an office for the regular transaction of 
business in the State of Pennsylvania being over the age of 
twenty-one years, and of good moral character, and who 
shall have received from the Governor of the State of 
Pennsylvania a certificate of his qualification to practice as 
a public expert accountant as hereinafter provided, shall 
be designated and known as a certified public accountant, 
and no other person shall assume such title or use the 
abbreviation C. P. A., or any other words, letters or figures 
to indicate that the person using the same is such certified 
public accountant Every person holding such certificate 
and every co-partnership of accountants, every member of 
which shall hold such certificate, may assume and use the 
title of certified public accountants, or the abbreviation 
thereof, C. P. A., provided that no other person or co- 
partnership shall use such title or abbreviation, or other 
words, letters or figures to indicate that the person or co- 
partnership using the same is such certified public 
accountant. 

Section II. — ^The Governor of the State of Pennsyl- 
vania shall appoint a Board of five examiners for the exam- 
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8 PENNSYLVANIA STATE BOARD 

ination of persons applying for certification under this act. 
Three of said examiners shall be public accountants, who 
shall have been in practice as such for at least five years, 
one of whom shall be appointed for the term of one year, 
one for two years, and one for three years, and upon tlie 
expiration of each of said terms an examiner shall be ap- 
pointed for the term of three years, and after one thousand 
eight hundred and ninety-nine these three examiners shall 
be certified public accoimtants. The other two exam- 
iners shall be practicing attorneys in good standing in any 
of the Courts in the State of Pennsylvania. One of them 
shall be appointed for the term of one year and the other 
for two years, and upon the expiration of each of 
said terms a successor shall be appointed for the term of 
two years. The examination for certificates shall be based 
upon an examination in commercial law and general 
accounting; said examination shall take place in Philadel- 
phia, Harrisburg and Pittsburgh, twice a year, during the 
months of May and November of each year, under such 
rules and regulations as may be adopted by the Board. 
The fees provided by this act shall be twenty-five dollars 
for each applicant, from which shall be paid for the ex- 
penses incident to such examination, for stationery and 

^ ^^ clerk hire, a sum not exceeding two hundred dollars, and 
if any surplus above said expenses shall remain at the 
end of any year it shall be paid, after the traveling expenses 
of the Board shall be deducted therefrom, into the treasury 

^ ipf the Commonwealth. The results of such examination 
shall be certified to the Governor and filed in the ofiice of 
the Secretary of Internal Affairs, and kept for reference 
and inspection for a period not less than five years, the 
Governor to issue the certificates. 

Section III. — ^The Governor of the State of Pennsyl- 
vania may revoke any such certificate for sufficient cause 
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OF EXAMINERS OF PUBLIC ACCOUNTANTS 9 

upon the recommendation of the Board of Examiners, who 
shall have given written notice to the holders thereof, and 
after he has had a hearing thereon. 

Section IV. — ^The Board of Examiners may in its 
discretion waive the examination of any person who shall 
have been for three years before the passage of this act, 
practicing in the State of Pennsylvania as a public account- 
ant, and who shall apply in writing for such certificate 
within one year after the passage of this act. 

Section V. — ^If any person shall hold himself out as 
having received the certificate provided for in this act, or 
shall assume to practice thereunder as a certified public 
accountant, or use the initials C. P. A. without having 
received such certificate, or after the same shall have been 
revoked, he shall be deemed guilty of misdemeanor, and 
on conviction thereof shall be sentenced to pay a fine not 
exceeding five himdred dollars. 

Approved March 29, i8pp. 
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Rules of the Board of Examiners 



In Effect from January i, 1907 

GENERAL INFORMATION 

Certificates are granted under the authority of a law 
enacted by the legislature and approved March 29, 1899. 

The examinations are conducted by a Board of five 
examiners, in the months of Majr and November of each 
year. Upon the recommendation of the Board, certificates 
are issued by the Governor to candidates who satisfactorily 
pass the examinations. Certificates may be revoked by the 
Governor for sufficient cause upon the recommendation of 
the Board of Examiners. 

Applicants must be citizens of the United States 
residing or having an office for the regular transaction of 
business in the State of Pennsylvania and must be over 
the age of 21 years and of good moral character. 

Any person unlawfully using the title certified public 
accountant or the initials C. P. A. is guilty of a misde- 
meanor and liable on conviction to a fine not exceeding 
$500. 

All applications for examination must be made on 
blanks provided by the Board and no application will be 
considered unless the fee of $25 required by law has been 
paid. 

All applications must be filed with the Board at least 

thirty days before the date fixed for any examination. Cj^ 

An average grade in each subject of at least TOpoints 
out of a possible 100 points will be necessary to pass any 
examination. 
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OF EXAMINERS OF PUBLIC ACCOUNTANTS II 

In the event of an applicant failing to pass the final 
examination no application for a re-examination will be 
entertained for a period of one year. The same fee will 
be charged for a re-examination as for the first examina- 
tion. 

EXAMINATIONS 

Candidates are subject to two examinations, known 
respectively as the preliminary and final. 



PRELIMINARY EXAMINATION 

This is intended as a test of the candidates' general 
fitness for the study of accountancy. A general education, 
equivalent to a public high school course of recognized 
high standing is required, and any candidate not present- 
ing proper credentials in respect to his having this pre- 
liminary education must pass an examination in the sub- 
jects found in a high school curriculum. 

It is especially desirable that applicants shall be thor- 
oughly familiar with elementary mathematics at least to the 
extent of a ready use of simple equations and logarithms. 

Candidates should also be prepared to pass a satisfac- 
tory examination in the following subjects: 

History of Accountancy 

This will include the history of bookkeeping with 
reference to its form and use in ancient times; origin of 
double entry bookkeeping, and its gradual development 
down to the present time. The rise of accountancy, its 
growth and history in Scotland, England, United States 
and other countries, with special reference to professional 
legislation. 



Digitized by 



Google 



12 PENNSYLVANIA STATE BOARD 

Students should study Brown's "History of Account* 
ing and Accountants'' the "Proceedings of the Congress of 
Accountants^' and other current books and papers bearing 
upon this subject. 

Elementary Principles of Accounts 

Theory and general outline of accounts as defined in 
standard text books. Meaning, form and use of the trial 
balance. The balance sheet; its meaning and underly- 
ing principles, the more simple balance sheets as defined 
in the recognized text books. 

There are a niunber of good text books treating upon 
this subject ; among them are : 

Bogle's "Comprehensive Bookkeeping," "Modern Illus- 
trctiive Course in Bookkeeping," Williams and Rogers's 
"Complete Bookkeeping/' and Goodwin's "Improved Book- 
keeping and Business Manual" 

A candidate satisfactorily passing the Preliminary 
Examination is required to then register with the Board 
as a student in accounting (a) in the office of a certified 
public accountant, and devoting his time to the study and 
practice of accountancy; or (b) in the office of a certified 
public accountant, and as a student in a recognized school 
of accountancy. 

FINAL EXAMINATION 

Before taking the Final Examination a registered 
student of class (a) must file with the Board a certificate 
from the certified public accountant in whose office he is 
registered, stating that he has spent not less than an aver- 
age of thirty (30) hours per week during not less than 
forty-five (45) weeks during each of the two years last 
past in bona fide accounting work or study in his office, 
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OF EXAMINERS OF PUBLIC ACCOUNTANTS I3 

and is in the judgment of his preceptor prepared to prac- 
tice accountancy in a creditable manner. The student of 
class (b) shall file with the Board a certificate from the 
certified public accotmtant in whose office he is registered, 
stating that he has satisfactorily performed the duties re- 
quired under his registration, and is in the judgment of 
his preceptor prepared to practice accountancy in a credit- 
able manner. He shall also exhibit to the Board a cer- 
tificate or diploma from the school of accountancy in 
which he has been pursuing his studies, setting forth that 
he has satisfactorily performed the work and passed the 
examinations required in a course of not less than eight 
(8) hours per week during three school years of at least 
thirty-six (36) weeks each. 

The final examination can be taken only after the 
candidate has been registered, as provided above, for not 
less than two years, except that in the case of an applicant 
who at the time of filing his application — 

(i) is in practice on his own account as a public 
accountant for a period of not less than three years and 
who is over 30 years of age, or 

(2) has been regularly employed as an assistant in 
the office of a certified public accountant for a period of 
one year prior to January i, i$07, or 

(3) has been registered as a student in the Even- 
ing School of Accounts and Finance of the University 
of Pennsylvania for one year prior to January i, 1907, — 

the Board may in its discretion waive the requirement as 
to registration and admit the candidate to the Final Exam- 
ination. 

The subjects covered by the Final Examination arc 
grouped under two heads, t. e.. Commercial Law and Gen- 
eral Accounting. 
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14 PENNSYLVANIA STATE BOARD 

COMMERCIAL LAW 

The student should be well grounded in the branches 
of law that relate to the work usually undertaken by a 
public accountant, and as indicated below. 

Real Estate and Personal Property 

The student is expected to be familiar with the history 
of the growth of the existing distinction between real and 
personal property; to be able to assign to their proper 
class any specified property rights ; and to have a thorough 
knowledge of the principal rules of law and of equity now 
in force in governing the acquisition, enjoyment, transfer, 
and devolution of property of each class as contained in 
the best standard text books. He must also be familiar 
with the Statutes of Pennsylvania relating to property of 
either class. 

Decedents' Estates 

The student is expected to be familiar with the his- 
tory of the law of England in relation to the devolution 
and administration of the estates, both real and personal, 
of deceased persons, and to have a thorough knowledge of 
the leading principles of law relating to Wills and to 
Executors and Administrators as found in standard text 
books on these subjects. He must also carefully examine 
and digest the Pennsylvania Statutes, together with the 
leading decisions thereon relating to wills; intestacy; the 
rights of creditors against the estates, both real and per- 
sonal, of decedents, and the jurisdiction and powers of the 
Orphans' Court. 

Landlord and Tenant 

The student is expected to have a thorough knowl- 
edge of the leading principles of the law of Landlord and 
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Tenant as contained in the standard text books, and to be 
familiar with the Pennsylvania Statutes relating to land- 
lord and tenant. 

Contracts 

Under this head are comprehended contracts of every 
kind including Negotiable Instruments, Agency, Bailments ; 
Sales of personal property; and Insurance. The student 
is expected to have a thorough knowledge of the leading 
principles of law as found in the standard text books and 
the more important cases therein cited pertaining either 
to contracts generally or to any of the subdivisions of the 
subject above enumerated. He must also be familiar with 
the Pennsylvania Statute relating to Negotiable Instru- 
ments. 

Partnership 

The student is expected to be familiar with the history 
of the law of partnership and to have a thorough knowl- 
edge of the leading principles of that law as contained in 
the standard text books on the subject, and the more im- 
portant cases referred to therein. He must, also, be 
familiar with the Statutes of Pennsylvania relating to 
Limited Partnerships; Partnership Associations; Partner- 
ships under the Act of May 9, 1899; and the leading deci- 
sions of the Courts interpreting the same. . 

Corporations 

The student is expected to be familiar with the history 
of the development of Corporations and Corporation law in 
the United States; and to have a thorough knowledge of 
the several kinds of Corporations, the purposes for which 
they may be created, and the fundamental rules of law per- 
taining to their organization and incorporation, their 
powers, their management, their dissolution, and the rights 
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and obligations of their stockholders, or members, and 
their creditors, such as may be obtained from a careful 
study of the standard text books on private and municipal 
corporations and an examination of the more important 
cases therein referred to. The student must also be famil- 
iar with the Pennsylvania "Corporation Act of 1874" and 
the supplements thereto, and have a general knowledge of 
the scope of the legislation of the State in respect to cor- 
porations both domestic and foreign. 

Banking 

The student is expected to be familiar with the laws 
relating to the National Banking System, the laws of Penn- 
sylvania relating to State and Savings Banks, and to Trust 
Companies. 

Evidence 

The student is expected to have a knowledge of the 
principal rules of legal evidence as contained in the stand- 
ard text books, and of the Pennsylvania Statutes relating 
to the competency of witnesses and the admissibility of 
evidence. 

Crimes 

The student is expected to have such a knowledge of 
the law relating to frauds or other crimes arising out of 
business relations as can be obtained from a careful study 
of standard text books on the subject. 

QBNBRAL ACCOUNTING 

The applicant will be expected to have a thorough 
knowledge of the theory and application of accounts, the 
various forms of business organizations and the methods 
of administration under which they are conducted, and to 
be prepared to examine and report upon all matters relating 
to accounts or accounting practice. 
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OF EXAMINERS OF PUBLIC ACCOUNTANTS 17 

The subjects upon which the examination in General 
Accounting is based are as follows : 

Banking 

(i) National Banking System. 
(2) State Banks in Pennsylvania. 
^. (3) Savings B anks and Building and Loan Associations in 
Pennsylvania. 
(4} Trust Companies in Pennsylvania. 

} Stock. 
Bond. 
Note. 
(6) Foreign Exchange. 



(7) Gearing Houses. | ^^^^ ^^^ g^^^ 



(a) Accounting Organization and Administration. 

(b) Nature of accounts in each and the distinctions 

between the accounts of the different classes of 
banking institutions. 

(c) Nature of Bank audits and method of procedure 

in each of i to 6, inclusive. 



Insurance 

Life, 
Fire, 
Marine, 
Accident, 
Fidelity 
and other 
forms of 
Insurance. 



Principles of Insurance. 

Organization of (i) Mutual Companie s, (2) 

Stock Compan ies 
Accounting Organization and Administration. 
Reserves. 
Income Accounts. 
Balance Sheets. 
Audits. 



Manufacturing 



Ai) Accounting Organization and Administration of Fac- 
tories. 



^J^) Financial Accounts of Factories. 
^^3) Manufacturing Costs. 
^^.^) Audits. 
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Mining 

^(i) Accounting Organization and Administration of a Min- 
ing Company. 
^<2) Financial Accounts of Mining Companies. 
^3) Mining Costs. 
M) Audits. 
Selling 

(i) Accounting Organization and Administration of 
/ \ ^«ri- t 1 ) Manufacturers. 

(a) Wholesale. | Di3tributers. 

(b) Retail. 

^<2) Financial Accounts of Selling Organizations. 
x(3) Stock and Cost Records. 
^{4) Audits. 



Transportation 

(i) Railroads. 

(2) Street Railways . 

(3) Water Transportation. 



Public UtiUties 



(1) Gas. 

(2) Electric Light . 

(3) Telephone and Telegraph. 



Accounting Organization and 

Administration. 
Capital Accounts. 
Revenue and 

Operating Accounts. 
Balance Sheets. 
Audits. 

Accounting Organization 
and Administration. 

Capital Accounts. 

Revenue and 
Operating Accounts. 

Balance Sheets. 

Audits. 



Governmental 

y^i) The distinction between public and private accounts. 

(2) Revenue and Expenditure. 

(3) Appropriations. 

(4) Funds, special and general. 

(5) Balance Sheets. 

(6) Audits. 

Legal 



^: 



(i) Decedents' Estates. 
(2) Bankrupt Estates. 
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Including the requirements as to the form and man- 
ner of stating accounts for the Orphans' and other courts 
and the application of accounting principles in relation to 
these special requirements. 
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Ejcamination Questions 

THEORY OF ACCOUNTS 

November, 1899 
I. Describe the following: 

(a) Trial balance. 

(b) Balance sheet. 

And what is the essential difference 
between them? 

a. Describe the following systems of bookkeeping: 

(a) Single entry. 

(b) Double entry. 

(c) State your views fully as to the relative 

merits of each. 

3. What do you consider the most important account 
in a set of account books? and explain fully. 

4. Describe and explain, 

(a) Profit and loss account. 

(b) Revenue account. 

5. Explain wherein a statement of receipts and dis- 
bursements differs from one of revenue and expenditure. 
Illustrate by an example. 

6. You are called in to formulate a system of book- 
keeping for a firm which have kept only memorandum 
books. What would be your mode of precedure, and 
why? 

7. What books are necessary for a corporation? 
What books are necessary for an individual or firm? 
What are the requirements of the Pennsylvania Corpo- 
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poration Law in reference to capital? What are the re- 
quirements of the New Jersey Corporation Law as to 
capital ? 

8. What is appreciation, and what is depreciation? 
Give examples. 

9. Describe tabular books, and state their advan- 
tages, if any. Prepare plans of tabular books for a manu- 
facturing concern. 

ID. (a) How would you ascertain the cost of any 
manufactured article? 
(b) What is a cost book? 

PRACTICAL ACCOUNTING 

November, 1899. 

I. Trial balance from Jones building stone business 
at close of year : 

Rough stock stone at commencement $1,589.00 

Purchases, rough stock 5,789.00 

Machinery, gas engines, etc 350.00 

Tools 175.00 

Wages paid 3»57S-oo 

Insurance, paid premiums 115.00 

Supplies, general 275.00 

Sales for year $10,975.00 

Rents paid 175.00 

Expenses, incidental 250.00 

Cash in bank and on hand 1,150.00 

Accounts receivable 1,200.00 

Accounts payable 1,975.00 

Capital (invested) 1,693.00 

$14,643.00 $14,643.00 
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Inventory, rough stock at close.... $ 960.00 

Depreciation of machinery 5 per cent. 

Depreciation of tools 10 " " 

Unconsumed supplies 70.00 

Unexpired premiums paid 35*oo 

Wages due and unpaid 800.00 

Ascertain and exhibit loss and gain account, and give 
balance sheet to accompany same. 

a. A corporation is organized under the laws of the 
State of Pennsylvania with a capital of $1,000,000 in 100,- 
000 shares at $10 each, 50,000 shares of which are common 
stock and 50,000 shares preferred stock. 

Twenty thousand shares of the preferred stock have 
been sold at par on which an assessment of $5.00 per share 
has been paid. 

Subsequently it was determined by the stockholders 
to donate one share of the common stock of the company to 
the purchaser of each share of the preferred stock, the 
original subscribers to the 20,000 shares, of which an instal- 
ment of $5.00 per share was paid, to receive the benefit of 
said offer upon the payment of the balance of their sub- 
scription. 

The effect of this offer was that all the preferred stock 
was sold, and the balance of the instalment due was also 
paid. 

Give entries for all the above, placing the transactions 
at intervals of one month. 

3. A corporation is organized under the laws of the 
State of New Jersey, with a capital of $1,000,000 in 100,000 
shares at $10.00 each. At a meeting of the incorporators 
it was resolved to purchase a patent right from John Smith 
for the whole capital of the company, less 100 shares held 
by the incorporators and paid for by them at par. The 
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former owner of the patent agreed to sell to the company 
50,000 shares of the capital stock for the sum of $100,000, 
or $2.00 per share, which was accepted, and John Doe was 
appointed the trustee of the company to hold the stock in 
his name as trustee and was authorized to sell the stock at 
$7.50 per share, which he succeeded in doing. 

(a) Give the proper entries for the transaction. 

(b) How would the profit on this transaction 

affect dividends to stockholders? 

4* A is a manufacturer of carpets, and bis balance 
sheet at a certain date shows as follows: 

Assets 

Cash in bank .$ 815.00 

Real estate, appraised value 20,000.00 

Machinery, after 10% depreciation 40,000.00 

Book accounts, receivable 7,227.50 

Inventory, stock finished 11,000.00 

" stock in looms 850.00 

" raw material and supplies 107.50 



$80,000.00 

Lidbilities 

Bills payable $22,000.00 

Book accounts payable 28,000.00 

He agrees with B to sell him one-half interest in the 
business for the sum of twenty thousand dollars, to be 
contributed to new firm, the new firm to take the assets of 
A, with the exception of the real estate, and assume all 
the liabilities, and that the good will of the business of A 
should be rated at $20,000 in the new firm books. It was 
discovered shortly after the commencement of business of 
the new firm that the inventory of finished stock was in- 
correct, and that the value should have been stated at 
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$8500 instead of $11,000, and that of the book accounts 
receivable only $6227.50 were collectible, one of the 
debtors, owing $1000, having failed and absconded, leav- 
ing no assets, previous to the formation of the co-partner- 
ship, which fact was known to A, and his bookkeeper had 
been instructed to charge off the account but failed to do 
so. No correction was made of these discrepancies. The 
trial balance at the end of one year's business showed as 
follows : 

A Capital account $25,000.00 

B " " 25,000.00 

A Pergonal account $3,100.00 

B " " 3,100.00 • 

Merchandise 78,000.00 

Book accounts receivable 15400.00 

Expense 1,500.00 

Machinery 40,000.00 

Manufacturing expense 22,000.00 

Wages 44,000.00 

Rent 1,500.00 

Profit and loss 600.00 

Book accounts payable 45,200.00 

Cash 22,000.00 

Good will 20,000.00 

$173,200.00 $173,200.00 

The inventory at close of year footed up : 

Finished stock $28,000.00 

Stock in looms , . 1,500.00 

Raw material and supplies 1,500.00 31,000.00 



No amount had been charged off for depreciation of 
machinery, which should be 10%. 
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Make proper entries to correct books, and formulate 
balance sheet showing the standing of the firm, and give 
reasons for any correction that may be made. 



5 AUDITING 

November, 1899. 

1. What is an auditor? 

What qualifications must he possess? 

a. How far should an auditor inquire into the work 
of his predecessor, and what circumstances might affect 
his decision upon this point? 

3. Under what circumstances should paid checks be 
treated as vouchers? 

4. What books of a corporation should be examined 
by the auditor? 

5. What are the most important things an auditor 
has to certify as regards: 

(a) Balance sheet, 

(b) Profit and loss account? 

6. How would an auditor protect himself from dupli- 
cate vouchers or fraudulent bank books? 

7. Make up report of the result of an investigation 
of a manufacturing business. Report to be brief, one hun- 
dred to two hundred words. No figures to be used in the 
report. 

(a) When books are properly kept. 

(b) When books are improperly kept. 

8. Of what use is the minute book of a corporation 
to an auditor? 
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9. Of what use are partnership papers to an auditor? 

10. Explain the procedure in auditing a bank and 
a trust company which includes banking in its business. 



COMMERCIAL LAW 

November, 1899. 

I. When a bank certifies a check what effect has it 
on the account of the depositor? 

a. What is the difference in law between individuals, 
firms, co-partnerships and corporations? 

3. Are stockholders in national banks personally 
liable if the bank fails? If so, for what amount? Explain. 

4. What is a contract? 

What effect does a seal have on a contract? 

5. Is a check dated ahead good in case the signer 
thereof dies previous to the date of the check? 

6. What is the diflFcrence, if any, between drafts and 
checks as used in commercial intercourse? 

7. Can damages be recovered for violation of a ver- 
bal contract or agreement? Explain fully. 

8. When a corporate company has neglected for some 
years to pay interest on its bonds, is it liable for interest on 
the amount of the unpaid coupons from the time they were 
due, when no action has been taken in law to enforce the 
payment of the interest? 

9* In an incorporated company in which the whole 
stock is held by 14 people, when the by-laws say that a 
majority of the stock shall constitute a quorum for the 
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transaction of business, can it be considered that a quorum 
is present when only four are present, though these four 
hold a proper proxy for the remaining ten ? 

lo. By what rule, if any, is the line drawn between 
personal property, and real estate in regard to the machin- 
ery and tools of a factory? 
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THEORY OF ACCOUNTS 

May, 1900. 

I. A retailer who employs four salesmen behind the 
counter sells for cash mostly, but a limited amount for 
credit. He rents the store room. His knowledge of ac- 
counts is limited, but he can make plain debit and credit 
entry. He knows which side of the cash book is debit and 
which is credit. He knows how to post to the ledger. 
Understands nothing about opening and closing the books. 

Formulate and describe the simplest method on which 
to conduct his books, he to keep them during the year, you 
to audit and balance them once a year, and take oflf general 
statement and trading account. 

a. Preparatory to closing the books of a contractor, 
say in a monumental business, would you allow in any man- 
ner for incomplete contracts, and how? Describe fully and 
specifically what you would do. 

3. Give your views of double entry bookkeeping, and 
in regard to its merits comparatively. 

4. A mercantile concern has all its stock consumed 
by fire. The books of accounts, however, were saved. On 
what basis would you prepare a claim against the Insurance 
Company from the books? Explain fully. 

5. In the course of trading you make knd receive 
certain charges or allowances for purchased or sold returned 
goods. How would you deal with these? 

6. In a manufacturing concern, how would you sep- 
arate the cost of manufacturing from the cost of selling? 
Explain fully. 
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7. How would you keep track of 7500 notes receiv- 
able, varying in amounts from $1.00 to $5.00 each, running 
from twelve to eighteen months each? Explain fully your 
method so as to cover the following: (i) Ability to tell 
in a short time each and every outstanding note, whether 
paid wholly or in part. (2) Total amount outstanding at 
any time. (3) As to payments, time and amounts, etc. 

8. In reviewing the accounts of a manufacturing 
company, you find various items of repairs to machinery 
and buildings, etc., not posted. The bookkeeper states 
that he did not know what distribution to make of these 
items. State proper accounts affected, with reasons why, 
and give general rule for such cases. 

9. You are called upon by the organizers of a manu- 
facturing company to advise as to process of securing 
charter. Company to have a capital of $50,000.00. To be 
incorporated under the laws of Pennsylvania. Give method 
of procedure. 

10. What is a cost sheet? How made up? Enu- 
merate at least three advantages. 



PRACTICAL ACCOUNTING 

May, 1900. 

I. Eight men form an association to build 100 houses 
and distribute same among themselves. After selling all 
but 35 of the equities, they decide to close out these to a 
stock company for $75,000.00 taking in settlement capital 
stock of said company. The equities are carried at 

$54,776.33. 

The capital account on the 30th of April, 1900, of the 
original association or syndicate amounted to $41,500.00, 
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divided into 40 parts, the holders being: E. Cake, 5/40; 
S. Coler, i/io; A. Maddis, 1/5; D. Sale, 1/40; C. Scope, 
1/8; B. Divin, i/io; J. Gaines, 9/40 and J. Muir, i/io. 

The association owes the Kevan Company $3913.34, 
being a balance due on construction work on the houses. 
There has accrued to the 30th of April, 1900, interest on 
mortgages on the 35 properties still in hand, $2886.12; 
water rents unpaid, but accrued, $995.88 and accrued taxes 
$202.86. 

The unpaid rents receivable from 28 tenants amount 
to $1430.00, whilst one tenant has overpaid $25.00. 

J. Muir, one of the members, is indebted on personal 
account to the syndicate, $304.15. On the other hand the 
other members of the association are creditors on personal 
account as follows: E. Cake, personal, $1425.80; S. Coler, 
personal, $1119.65; A. Maddis, personal, $2281.28; D. Sale, 
personal, $285.16; C. Scope, personal, $775.80; B. Divin, 
personal, $828.98; J. Gaines, personal, $270.61. 

The Kevan Company will assume the settlement of 
the affairs of the association, provided the individual mem- 
bers will pay up what is necessary to do so, and of course, 
to pay the Kevan Company whatever may be due to it. 

Show the least amount necessary from them all or 
any member to effectuate this, and close out the old asso- 
ciation. The relationship of each member of the syndicate 
must be shown on the final statement. 

2. The Wayne Building and Loan Association has 
been incorporated under the laws of Pennsylvania, April 
2, 1900, with an authorized capital of $1,000,000.00. Stock 
divided into two classes, full paid stock and instalment 
stock, par value of each, $100.00 per share. Monthly pay- 
ments on the instalment stock to be sixty cents per share 
per month, of which ten cents per share may be devoted 
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to operating expenses, etc. No part of the profits can be 
used for expenses of the association. Estimated time of 
the maturity of the instalment stock based on the earning 
power of the loaning feature of the association is no 
months. 

The directors decide to advance $1000.00 each (nine 
directors) for the creation of a fund to develop the busi- 
ness, and ten per cent, of the expense 'deductions to be set 
apart each year for the repayment of this nine thousand dol- 
lars. The secretary reports the sale of 1,000 shares of 
instalment stock on which the first month';5 payment of 
sixty cents has been made; he also reports the sale of 500 
shares of full paid stock for which he received the money. 

Give the proper books for conducting the business of 
this association and for keeping its accounts, and make the 
opening entries from the above facts. 

3. I gave (A) bank collateral note for $15,000.00 
four months with 20 $1000.00 first mortgage bonds as 
collateral. 

I negotiate a loan for $17,000.00 with (B) bank for 
the same collateral. The discount on this note amounts to 
$260.66. 

With part of proceeds of the $17,000.00 I pay off 
the old note. I also pay four thousand dollars to (C) bank 
on account of an old loan of $20,000.00 which had $25,- 
000.00 first mortgage bonds as collateral. This releases 
to me $5000.00 of first mortgage bonds, which I sell for 
$5000.00 cash. 

Make proper entries. Show these and show the result 
of all transactions on all of the several accounts affected. 

4. A trust estate is to be divided as of 30th June, 
1899. The funds remaining for division amount to $107,- 
500.00. The beneficiaries' shares of the whole estate: 
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A, 2/5; B, 2/5 ; C, i/io; D, i/io. 

The following payments have been made on account: 

A, $20,000.00 on December 31, 1898. 

B, $15,000.00 on September 30, 1898. 

C, Nothing. 

D, $8000.00 on June 30, 1898, 

Calculate interest of 4 per cent, and draft in proper 
form the distribution of the remaining funds as of 30th 
of June, 1899. 

AUDITING 

May, 1900. 

1. You are called upon to audit the disbursements 
of a treasurer's account of a manufacturing company. The 
voucher system is in use. Five thousand vouchers are in- 
volved, these being paid by bank check which is attached 
to its voucher, or one of several it may have paid. You 
are expected to examine all the vouchers, although a num- 
ber of them may have been journalized. 

State your method of procedure, also how you know 
you have seen every voucher issued in the period under 
review. While this is going on, and may occupy some 
weeks in its discharge, office boys, clerks, manager, super* 
intendents have access to the vouchers, and are allowed to 
take out and return for reference purposes of their own at 
will. 

2. How would you audit the receipts of a treasurer, 
they being deposited in the several depositories of the com- 
pany? If not all deposited what would you do to verify? 

3. A bookkeeper of a manufacturing concern fails to 
make all proper charges of time sales. No order book 
was kept. He retains twelve to fifteen hundred dollars 
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yearly for many years of payments received on account of 
these time sales by cashing the checks received in due 
course, out of the drawer, and deposits the said checks 
regularly in firm's bank account, properly endorsed by firm. 
How would you detect this? 

4. In auditing the books of a department store where 
sales checks are used, and are sent at once to the cashier 
with money oflfered in payment, should there be collusion 
between several salesmen and cashier by which a certain 
amount is retained by cashier for subsequent division 
among himself and associates in the^se transactions, he de- 
stroying the checks, how would you detect this and what 
method would you suggest for its suppression? 

5. If you are restricted in the scope of your auditing 
on a set of books, what part should you, as an auditor, 
insist upon doing? 

6. If you are called upon to audit the accounts of 
a Trust Company or Building and Loan Association whose 
principal investment may be mortgages, how would you 
prevent the introduction of cancelled or fictitious mort- 
gages ? 

7. A company has agencies established in diflferent 
sections with separate accounts in ledger for each, in which 
is charged all the goods shipped to it. 

At the end of the financial year the agencies still have 
some stock on hand. 

How would you treat these accounts? 

8. In an audit stipulating for the examination of all 
vouchers of every description, what would be proper 
vouchers for the following: Purchases, returned pur- 
chases, sales, returned sales, cash receipts, cash payments, 
journal entries? 

8 
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9. How should the following assets be valued for use 
in a balance sheet; (i) raw material; (2) partly manufac- 
tured goods; (3) completely manufactured goods; (4) 
books accounts receivable; (5) bills receivable; (6) bond,s, 
stocks and other investments? 

The above applies to a manufacturing company. 

10. In auditing the accounts of a firm you find a 
number of dishonored and overdue notes which form part 
of the balance of bills receivable account. State fully what 
you would do with these. 

COMMERCIAL LAW 

May, 1900. 

1. Green & Envy have been stock broker partners for 
many years and have built up a fine business. Green, who 
received seventy per cent, of the profits of the business, 
dies. The partnership agreement had no reference to good 
will and nothing is on the account books with respect to 
the same. Can Envy be called upon by Green's executors 
to pay anything of Green's share of the good will? 

2. A, who is established in business, takes B as a 
partner, agreeing that the partnership ^s to last three years. 
Contracts are duly signed, but nothing is mentioned regard- 
ing notice to be given by A to B if the former desires to 
dissolve the partnership after the expiration of the three 
years. Does any law compel A to give such notice to B, 
and if so, how long before the expiration of the contract? 

3. To what extent is one partner the agent of the 
firm so as to bind the firm by his acts? Explain fully. 

4. What general powers are given to a corporation 
formed under the Pennsylvania laws which an association 
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or a partnership does not have? What amount of cash 
must be paid before Certificate of Incorporation can is3ue? 
What is the nature of the Certificate of Incorporation, and 
what does it contain? 

5. On what collateral can national banks loan funds 
and on what are they prohibited from loaning? 

6. Under the laws of Pennsylvania in what securities 
must trust funds be invested? 

7. State whether by a discharge in bankruptcy, judg- 
ments against the bankrupts are wiped out of existence. 
State length of time a judgment must be on record to con- 
stitute a valid judgment. 

8. (a) Is the accommodation endorser of a note 
liable for the amount if the maker does not pay it, the en- 
dorser not having received consideration for his endorse- 
ment either from the maker of the note or the holder? 

(b) Is a promissory note which contains the 
words, "Payable on or before January ist, 
1900," collectible by law before the date 
mentioned ? Does this give the maker any 
privilege ? 

9. What are trustees and referees in bankruptcy, 
and how are they appointed? 

10. A and B are doing business and have open ac- 
counts with each other; each is indebted to the other for 
about $1000.00. B fails; can A oflfset B's indebtedness 
or is he liable for the amount owed B and does he become 
a general creditor? 
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THEORY OF ACCOUNTS 

November, 1900. 

I. (a) In opening a set of books for a firm start- 
ing in business what entries would be necessary? 

(b) In closing a set of book^ at any given 
period, how would you treat the differ- 
ert accounts therein: (a) of a partner- 
ship; (fc) of a corporation? Explain 
fully. 

a. (a) Give a complete list of books necessary in 
double entry bookkeeping for a firm doing a general trad- 
ing business. 

(b) A commission busine3s. 

(c) A banking business. 

(d) A manufacturing business. 

3. Suggest a plan for opening a set of double entry 
books for a department store, explaining fully the work 
therein neces,sary to arrive at a true exhibit of the business 
of each department, and of the entire business. 

4. (a) What is meant by the terms gross profits 
and net profits? 

(b) How are they arrived at? 

5. Explain the books in general use in a building so- 
ciety, their uses, and the manner of arriving at the profits 
of each series of stock issued. 
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6. Define the terms: 

(a) Bills payable and bills receivable. 

(b) Adjusting entries. 

(c) Closing entries. 

(d) Nominal accounts. 

(e) Personal accounts. 

(f) Suspense account. 

7. What is the foundation account of a business? 
Describe it from the point of view of being a ledger 
account. 

8. What do you consider the best subdivision of 
ledgers, when sales amount $6,000,000 to $10,000,000 per 
annum in a manufacturing business, say steel? It is de-. 
sired to ascertain losses and gains monthly. De^scribe fully 
your plan or method of connecting up the ledgers employed, 
also the method of treating the purchases and sales. 

9. (a) What effect has an over-estimated in- 

ventory on the business of a mercantile 
concern ? 
(b) What effect has an under-estimated inven- 
tory on a mercantile concern? 

10. By what rule would you average accounts. Give 
an example. 

PRACTICAL ACCOUNTING 

November, 1900. 

I. Make the necessary opening entries in the stock 
ledger, cash book, and subscription books of a company hav- 
ing an authorized capital of $100,000, $75,000 of which is 
subscribed for, and on $50,000 of which an instalment of 
50% has been paid. Nothing has been paid on the balance 
of subscribed stock. 
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The stockholders and their holdings are as follows : 

A $20,000 50% paid 

B 4,000 " " 

C 16,000 " " 

D 2,000 " " 

P« ti it « 

-p « u u 

p it it a 

TT « . a a 

I 10,000 .nothing paid 

J 5,000 " 

K 5,000 " 

L 5,000.. " 

a. Which, if any, of the following corporations is the 
stronger financially? Show how and why. Give compar- 
ative financial difference between these companies if there 
is any diflference by a percentage ratio. 

Rustless Iron Company 

Assets Amounts 

Cash $ 381,845.32 

Real estate, buildings, etc 1,204,123.98 

Bills receivable 84,843.08 

Accounts receivable 1,154,111.35 

Good will, trade marks, patents 5,000,000.00 

Bonds on hand 5,026.67 

Taxes and insurance 5>730-87 

Lost Creek railroad stock 8,245.36 

Company capital stock, title 650.00 

Inventory, materials, supplies 1,664,113.28 

Machinery, tools, patterns, office and 

shop furniture and fixtures 2,286,158.30 

Total Assets $11,794,848.21 
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Liabilities 

Accounts payable $ 545»039-55 

Preferred stock 5,000,000.00 

Surplus 204,302.88 

Contingency 49,432.34 

Common stock 5,000,000.00 

Loss and gain 996,073.44 



Total liabilitie,s $11,794,848.21 

Endless Chain Company 

Assets Amounts 

Cash $181,845.32 

Bills receivable 84,843.08 $ 266,688.40 

Accounts receivable 954,111.35 

Bonds (investment) 15,026.67 

Atlantic City R. R. stock 18,245.36 

Other Company ;stock 11,650.00 

Machinery and patterns 2,255,158.30 

Real estate and buildings 1,104,123.98 

Good will and patents 5,000,000.00 

Taxes and Insurance i5»730-87 

Inventory, materials, supplies 1,774,113.28 



Total $11,414,848.21 

Liabilities 

Capital stock $10,000,000.00 

Account3 payable 1,090,079.10 

Surplus 59,263^6 

Profit and loss 226,073.44 

Contingency 39,432.21 



Total $11414,848.21 
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3. B is requested on March i, 1900, by one of his 
creditors for a statement of his financial condition. His 
book;s show as follows : 

Real estate $22,000 subject to mortgage $18,000 upon 
which accrued interest amounting to $1800 has not been 
paid. Stock on hand as per inventory January i, $22,000. 
Purchases to February 28, 1900, $40,000. Sales to March i, 
1900, $46,000. Accounts receivable, $18,000, all supposed 
to be good. Expenses from January i, 1900, to February 
28, 1900, $1500. Cash $4000. Rent due and unpaid, $1500. 
Account^ payable, $12,000. Contingent liabilities as en- 
dorsers, $3500. Fixtures, $1000. 

Submit statement and give your views as to the reli- 
ability of B. 

4. A manufactures a specialty covered by a patent. 
He finds that his orders exceed his ability to fill owing to 
a want of capital. He desires to interest capital in the busi- 
ness, but feels that he cannot do so unless he can make some 
inducement to them and limit their liability. 

He proposes to form a corporation with a capital of 
$200,000, and as the busines3 has already paid him $10,000 
per year on his limited capital, he thinks he is entitled to 
the whole capital stock, but this will not produce the extra 
capital required, so he agrees to accept $120,000 in stock 
of the new company in full for his patents and the follow- 
ing as,sets : 

Machinery $6,500.00 

Real estate 10,000.00 

Suggest a plan for arriving at the end desired, and 
formulate journal entries whereby the stock of the new 
company can be sold at such prices as may interest invest- 
ors to invest; also covering the assets turned over by A. 
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AUDITING 

November, 1900. 

1. What is an auditor and what are his duties and 
necessary qualifications? 

2. You are auditor of the Blank Company who are 
large employers of labor. What records would you call 
for in auditing the item of labor? Give some methods used 
by dishonest timekeepers and foremen to falsify such 
records. 

3. How would you treat the following account in 
ascertaining the profit or loss of a business at the close of 
the year? 

(a) Bad or doubtful debts. 

(b) Premiums for unexpired insurance. 

(c) Depreciation of fixtures and machinery. 

(d) Unfinished contract work. 

(e) Suspense account. 

(f) Accrued interest receivable. 

(g) Accrued interest payable. 

(h) Unpaid commission to agents or salesmen. 

4. How would you audit a bank or trust company? 

5. (a) What steps would you take to prove the 

correctness of the cash balance at the 
date of balance sheet? 

(b) Prevent duplication of vouchers. 

(c) Test the correctness of merchandise debits. 

(d) Verify the inventory. 

6. What would you suggest as to the petty cash book 
in order that it may be properly vouched? Explain fully. 
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7. (a) Write a report where the books have been 

properly kept, 
(b) When improperly kept. 

8. (a) How would you audit the account of a treas- 

urer of a manufacturing company? 
(b) Describe minutely in event of a voucher 
system being in use. 

9. Explain the difference between fixed and floating 
assets. Give an illustration in the case of a company with 
which you are familiar. The answer to be 100 words in 
length. 

ID. What effect, if any, has the depreciation of fixed 
assets on the loiss and gain account? Explain fully. 



COMMERCIAL LAW 

November, 1900. 

1. (a) Define partnership, partnership papers, lim- 

ited partnership, 
(b) What are the rights of partners with respect 
to each other ? 

2. What is a corporation, a by-law, watered stock, 
ciunulative voting? 

3. Give the order of payment in the distribution of a 
decedent'3 estate. 

4. What is a will, an executor, an administrator, a 
trustee, a trust estate, a guardian ? 

5. Define "contract." Give various forms of con- 
tracts. Can a contract ever be implied ? 
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6. What are the liabilities of an executor or trustee 
using trust funds in his own business or for his own pur- 
poses ? 

7. Under what circumstances is the endorser of a 
promissory note relieved from liability? 

8. How many kinds of bankruptcy are there, and 
when is each employed? 

9. What is a certificate of incorporation and what 
mu,st it contain ? 

10. How must payments for subscriptions to the capi- 
tal stock of a company be made, and what effect has the 
non-payment of instalments on the rights of stockholders 
neglecting to make such payments ? 
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THEORY OF ACCOUNTS 

November, 1901 

1. Describe the following accounts and terms used: 

(a) Trial balance. 

(b) Balance sheet. 

(c) Statement of affairs. 

(d) Realization and liquidation accounts. 

(e) Revenue account. 

(f) Trading account. 

(g) Deficiency account. 

2. Suggest a system for a department store covering 
the proper accounting for each department. 

3. Explain the following accounts: 

(a) Capital and revenue. 

(b) Capital receipts and revenue receipts. 

(c) Capital expenditure and revenue expenditure. 

(d) Personal account. 

(e) Current. 

(f) Real. 

(g) Impersonal, 
(h) Nominal. 

4. Wherein do consignment books differ from the 
regular business books ? Explain fully how used. 

5. When a set of sales books in a commission house 
has been destroyed how would you replace them to ascer- 
tain the sales of any particular consignor, the ledger of the 
commis,sion house not having credited the consignor with 
sales as they occurred ? 
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6. What is the value of the following papers and 
books, and what effect have they in opening and closing of 
books : minute book, partnership papers, stock ledger, stock 
certificate book? Explain fully. 

7. How are the following accounts used? Explain 
fully the meaning of each account. 

Capital stock. Store room. 

Treasury stock. Subscription 

Instalment stock. Construction. 

Preferred stock. Dividend. 

Common stock. Plant. 

Merchandise. Surplus. 

Material and supplies. Debentures. 

8. Prepare a sample statement of an administrator's 
final account for presentation in Probate Court. 

9. Explain fully the following accounts and state 
how they are arrived at. 

Reserve fund. 
Sinking fund. 

10. Describe averaging (i) for an account not yet 
due, (2) for maturity of balance of an account containing 
items of various dates on each side, giving examnl 



PRACTICAL ACCOUNTING 

November, 1901. 

I. A corporation is formed under the laws of the 
State of Pennsylvania with an authorized capital of $1,000,- 
000.00 in 10,000 shares of a par value of $100.00 each. 

The date of charter is January i, 1900, at which time 
they start business with 5000 shares subscribed for upon 
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which a payment of 20% has been made, the balance to 
be paid in monthly instalments of 10% on the first day 
of each succeeding month, the first instaUnent being in- 
vested in plant. 

On February i, 1900, the corporation purchased the 
good-will, plant and assets of a manufacturing concern, 
doing the same kind of business, and assumed the liabilities 
of the same for 2500 shares of the capital stock of the 
company full paid and non-assessable. 

The floating assets of the purchased company were as 
follows : 

Book accounts receivable $15,000.00 

Bills receivable 18,000.00 

Material and supplies 42,000.00 

The liabilities assumed consisted of: 

Book accounts payable 23,000.00 

Bills payable 10,000.00 

On February i, 1900, the remaining 2500 shares of 
the company were sold on the same terms as the 5000 
shares sold on January i, 1900. 

On July I, 1900, a dividend of 5% on par value of 
stock was paid to the stockholders of the company in pro- 
portion to their holdings. 

On December i, 1900, by resolution of the stockholders 
of the company it was determined to purchase another con- 
cern in a similar business and issue bonds in payment 
thereof. 

The amount of bonds authorized to be issued was 
$1,000,000 and the price to be paid for the concern was 
$650,000 in bonds, bearing interest at 5%, dated December 
I, 1900. 
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The new company to take over all assets and assume 
all liabilities of the concern purchased. 

The assets consisted of: 

Book accounts receivable $50,000.00 

Bills receivable 26,000.00 

Material and supplies 82,000.00 

Liabilities were : book accounts payable 5,200.00 

On December 31, 1900, a dividend of 5% on par value 
of stock was declared out of the earnings of the corpo- 
ration payable to the stockholders in proportion to their 
interests. 

During this year of their existence they 
purchased material and supplies from 

sundry creditors to the amount of $1,650,000.00 

And for cash 38,150.00 

They have paid for organization of the 

company 3,800.00 

Counsel fees — 5,000.00 

Commissions 50,000.00 

Wages, including officers' salaries 626,100.00 

They have sold product to the amount of. 2,400,000.00 
They have received in cash from sundry 

debtors 2,000,000.00 

They have accepted drafts drawn on them 

by sundry creditors for 1450,000.00 

Of which amount $1,240,000 has become 
due and was paid at maturity, and in ad- 
dition there has been paid to creditors in 
cash 50,000.00 
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The discount allowed sundry debtors was. $18,250.00 

And the discount received from sundry 

creditors was 14,500.00 

It is determined to write oflf 5% on plant 
valuation, and $5000 for bad debts 

The value of the stock of material and sup- 
plies on hand is 50,000.00 

Make entries of cash showing cash transactions and 
prepare balance sheet on December 31, 1900, giving your 
comments on same. 



2. White, Black & Co. started business July i, 1893, 
by John White associating with A. Black. 

White's capital consisting of surplus $5000, shown on 
balance consisting of assets $14,110, and liabilities $9110. 

On July 30, 1893, Black puts in $2500 to credit of his 
capital account, and business is carried on to June 30, 1896, 
on single entry books when firm's first balance takes place. 

A trial balance, June 30, 1896, shows as follows: 
Assets Liabilities 

Building $2,000 Sundry creditors . . $5,800 

Machinery and Bills payable 2,740 

plant 3,200 J. White's capital. 

Furniture 100 less $1200 drawn 3,800 

Stock in trade 3>Soo A. Black's capital. 

Several debtors ... 8,460 less $800 drawn. 1,700 

Bank 1,500 Loss and gain 4,740 

Cash ,. . 20 



$18,780 



$18,780 
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Adjust partners' accounts, show final balance sheet, 
interest favor White, $200; in favor Black, $100; write 
oflf bufl3ings, 10%; machinery and plant 20%; provide 
taxes, $80; wages, $220; both due and unpaid; loss and 
gain shares as 2/3 White, 1/3 Black. 

3. You are the auditor appointed to distribute the 
estate of decedent, with the following assets and liabilities. 
Make up your report showing method of distribution. 

Assets 

Cash in hands of executor .$ 8,962.00 

Cash from sale of real estate sold free from 
lien and effect of a mortgage and interest 
of $4250 .., 5,000.00 

$13,962.00 

Liabilities 

Funeral expenses . . . . ... . .. ., > $ 262.00 

Medical attendance I57«50 

Rent 324.00 

Wages 52375 

Mortgage and interest 4,250.00 

Judgment and interest 7,267.50 

Personal liabilities of decedent. 3,287.50 

$16,072.25 

4. A B & Co. and C D & Co. enter a joint adventure 
to ship machinery to New Zealand. C D & Co., 10/5/96 
handed A B & Co. $600 in cash and granted them tfieir 
acceptance at 6 months for $1500. A B & Co. were to 
provide balance of cash required, to manage the venture, 
to receive a commission of 2% on amount of invoice for 
machinery. Profits of venture to be divided equally. 

4 



Digitized by 



Google 



50 PENNSYLVANIA STATE BOARD 

On 10/6/96, A B & Co. paid J K & Co. for machin- 
ery $2500, and on the same date discounted acceptance of 
C D & Co. for $1500, "paying $30 for discotmt thereon. 
On the following day A B & Co. paid $210 for freights 
and $30 for insurance. On 3/25/97, A B & Co. 
received from New Zealand to account of proceeds of ma* 
chinery a draft payaBle in London for $1600, out of which, 
4/8/97, they paid $1500 to retire bills for that amount. 

On 8/10/97, A B & Co. received from New Zealand 
a draft for $1550, being balance of proceeds for machinery, 
after deducting agent's commission charges and duty. 
They thereupon closed the accounts and sent C D & Co. 
check for balance due to them. 

Make up an account showing result of venture, also 
C D & Co.'s account with A B & Co. Do not regard 
interest. 

AUDITING 

November, 1901. 

1. What is an auditor? What qualifications should 
he have? What are his duties? Answer each division of 
this question at length. 

2. How would you audit the accounts of a corpora- 
tion whose capital was invested in the entire capital stock 
and bonds of a number of other corporations, and arrive 
at a correct result as to the profits of the company? An- 
swer fully and give reasons for your action. 

3. If an auditor is called upon March ist to examine 
accounts as of January ist preceding, what would be the 
proper method to prove the correctness of the accounts as 
of that date. 

4. On a partial audit how would you proceed to 
prove the general correctness of the books? Explain 
fully. 
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5. (a) In examining the books of a corporation 

of the State of Pennsylvania (carrying on 
a manufacturing business) at the end of 
the fiscal year, what books would you 
require and how would you make an ex- 
haustive examination to cover all the 
transactions of the company? 
(b) Write a report of result of your examina- 
tion to cover suggestions you may make 
as to matters not appearing on the books, 
but that in your view may have an effect 
on profit earned or declaration of divi- 
dends. 

6. State your method of procedure in examination of 
books of: 

(a) Banks. 

(b) Insurance companies. 

(c) Building and loan associations. 

Giving the books generally used in each case, and explain 
explicitly and at length all details of an exhaustive 
examination in each case. 

7. (a) What would be your mode of procedure in 

ascertaining the earnings of : 

Gas companies. 

Electric lighting companies. 

Passenger railroads? 
Answer fully, explaining the different accounts of 
each, going into operating expenses and betterments. 

(b) How would you protect yourself against 
fraudulent voudhers, duplicate vouchers, 
or the using of the same voucher a sec- 
ond time. 
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8. What steps would you take in auditing the cash 
receipts in a department store in which the sales check 
system is used to ascertain that all cash had been received 
for goods sold? In case you fotmd collusion among em- 
ployees, which resulted in loss, what would you suggest to 
prevent it? 

9. What particular accounts in a mercantile business 
would you investigate to see that all entries had been made 
before ascertaining the correct profit or loss of the 
business ? 

Answer very fully. 

ID. Explain the difference between a cash account 
for a given period and a revenue account for the same 
period. 

COMMERCIAL LAW 

November, 1901. 

1. Upon examination of the account of a dissolved 
co-partnership you find the liquidating partner has charged 
for his services in settling the co-partnership business. 

Would you allow the charge if you found it reason- 
able in amount? 

2. (a) State what is required to constitute a part- 

nership. 

(b) Define limited partnership and state how it 

is constituted. 

(c) Wherein does a limited partnership differ 

from a corporation? 

3. (a) What is a contract? 

(b) How is a contract made? 
Explain very fully, showing under what different 
conditions a contract arises. 
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4. A merchant in Philadelphia sells goods to his cus- 
tomer in Pittsburgh from time to time through a period of 
five years. 

The customer makes payments from time to time on 
account. 

In adjusting the account between the parties from 
time to time, from what time would you allow interest 
on price of goods sold, there being no agreement in refer- 
ence to same? 

5. A and B enter into a co-partnership for a period 
of one year, each agrees to contribute $5000 of capital in 
cash; the profits and losses to be equally divided. 

A contribute;s $5000 on signing the articles and B 
contributes $2500, and never contributes any more. 

The business continues on until the end of the year, 
and a profit is made of $4000. 

How would you state the accounts between the part- 
ners at the end of the year? 

6. A, a single woman, enters into a partnership, Jan- 
uary I, 1900, with B for one year. 

On July I, 1900, A marries, and on October ist B 
dies. 

What is the date of dissolution of partnership? 

7. How may corporations be created? 

Answer fully, giving the methods of creating, the 
powers conferred, the authority of the officers in transfers 
of real estate or other assets of the company, and the li- 
ability of its stockholders. 

8. What is a debt? When, where and to whom must 
payment of a debt be made? When does period of limi- 
tation begin to run? 



Digitized by 



Google 



54 PENNSYLVANIA STATE BOARD 

What is length of time, and what is necessary to take 
a debt out of statute of limitations? 

9. Give an example of a negotiable promissory note, 
and a non-negotiable promissory note, explaining each 
fully. 

ID. State completely the law in respect to the applica- 
tion of payments made on account where there are several 
distinct debts or evidence of debts. 



Digitized by 



Google 



OF EXAMINERS OP PUBLIC ACCOUNTANTS 55 

THEORY OF ACCOUNTS 

May, 1902. 

1. Describe fully: 

(a) A trial balance. 

(b) A balance sheet. 

(c) Income and expenditure. 

(d) Trading account. 

2. On taking charge of the books which had been 
improperly and carelessly kept for a number of years, how 
would you suggest that they be started? 

3. Wherein do the books of a co-partnership diflFer 
from those of a corporation in the same line of business? 

4. Give the necessary books and papers in: 

(a) A corporation. 

(b) A partnership. 

(c) A limited partnership. 

5. Give a statement of the operations of a railroad 
company (using your own figures), and show the profit 
and loss account and the assets and liabilities of the same. 

6. What accounts are generally opened to ascertain 
the cost of the details included in operating expenses of : 

(a) A railroad. 

(b) Electric lighting. 

(c) Manufacturing. 

7. What is the diflference between a national bank 
and a trust company doing banking business? 

Explain very fully, giving the sources of income of 
each. 

8. Suggest a plan for a perpetual inventory, giving 
full explanation as to its use. 



Digitized by 



Google 



56 PENNSYLVANIA STATE BOARD 

9. Describe the diflference between traders' books 
and consignment books, explaining each, and how kept. 

ID. An examination of the books of a trades union 
discloses the following conditions : 

On January i, 1901, an audit is made by 5 members 
of the union and they certify that the balance of cash on 
hand at that date was $45,000. 

The accotmtant called in to examine the books, for cer- 
tification of an alleged embezzlement by the treasurer, finds 
that the balance of cash on January i, 1901, was not $45,- 
000, but $44,900.00, as shown by the books, which were 
very carelessly kept. 

He finds, however, but $35,000 in actual cash in bank, 
and no other cash that he can trace. 

Taking the basis of $ 44,900.00 

He finds receipts to July 31, 1901 100,000.00 

Making a total of 144,900.00 

And expenditures and cash on hand 134,900.00 

Showing a shortage of 10,000.00 

The expenditures for the month of July are not en- 
tered in the books, but are made up from memoranda 
found in the desk of the treasurer. 

The receipts from January i to July 31 cannot be 
ear-marked into the bank or on hand, but the total in 
amount of receipts during that period has been deposited 
in bank or accotmted for. 

Neither can the diflference in cash on January i, 1901, 
be traced into the bank or by disbursements. 

The treasurer states positively that there was no em- 
bezzlement 

What would be your mode of procedure to prove the 
innocence of your client? 
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PRACTICAL ACCOUNTING 

May, 1902. 

I. A proposition has been made for the taking over 
of three corporations chartered by the State of Pennsyl- 
vania by a fourth corporation to be chartered by the same 
State. 

The following statement of affairs has been submitted 
by the three corporations proposed to be absorbed, and 
foimd to be correct 

Corporation No. i 

Capital stock $1,000,000.00 par value of shares $25.00 

Treasury stock. . 100,000.00 

Bonded indebted- 
ness 500,000.00 

Treasury bonds . 50,000.00 

Accounts payable 80,000.00 

Bills payable .... 50,000.00 

Cash 50,000.00 

Accoimts receiv- 
able 180,000.00 

Bills receivable . . 42,000.00 

Supplies 18,000.00 

Plant and fran- 
chise 1,250,000.00 

Corporation No. 2 

Capital stock $1,000,000.00 par value of shares $50.00 

Bonded indebted- 
ness 500,000.00 

Accounts payable. 120,000.00 

Bills payable 10,000.00 

Cash 53,000.00 
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Accounts receiv- 
able $220,000.00 

Bills receivable . . 80,000.00 

Supplies 52,000.00 

Plant and fran- 
chises 1,275,000.00 

Corporation No. 3 
Capital Stock $ 1,000.00 par value of shares $25.00 

The proposition made to the three corporations is as 
follows : 

Each corporation shall pay its own debts, and distribute 
among its own stockholders whatever amount shall appear 
to the credit of profit and loss in closing their books, treat- 
ing the statements rendered as being correct as to values. 

The remaining assets are to be turned over to the pro- 
moters of the new corporation on the following terms : 

The capital stock of corporations Nos. i and 2 at 120% 
premium in cash and $100,000.00 in cash be paid for the 
capital stock of corporation No. 3. 

The bonds of the two corporations will be purchased at 
a premium of 5%. 

The proposition was accepted. 

Give closing entries of the books of the old corpora- 
tions. 

Organize the new corporation with a capital of 
$1000.00, and increase to such an amount as you may deem 
necessary, carrying the expenses of incorporation through 
your cash, including $5000.00 counsel fees. 

Provide for an issue of Bonds sufficient to carry out 
this agreement, said bonds to be sold at 10% discoimt, and 
also provide for $150,000.00 bonds in treasury, and give a 
balance sheet of the new corporation after the organization. 
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2. A and B having been in business as merchandise 
traders, separately, agree to consolidate their businesses 
and take over each other's assets and assume each other's 
liabilities as shown by their books as of January i, 1901. 

It was further agreed that a reserve fund of 10%, to 
cover bad debts, should be charged against each partner. 

It was also agreed that the capital of each should be 
equalized by a cash contribution of the partner having the 
least capital. Profits or losses to be divided equally. 

A's Statement 

Merchandise, as per inventory $ 42,000.00 

Book accounts receivable 115,000.00 

Bills receivable 1,800.00 

Bills payable 28,000.00 

Book accounts payable 38,000.00 

Cash • . . •. 8,000.00 

B's Statement 

Merchandise, as per inventory $ 39,500.00 

Book accounts receivable 118,000.00 

Bills receivable 1,200.00 

Bills payable 29,800.00 

Book accounts payable 41,000.00 

Cash 8,140.00 

On December 31, 1901, the books of the firm showed 
as follows: 

Inventory merchandise . • $ 85,000.00 

Accounts receivable 192,000.00 

Bills receivable •. 18,000.00 

A's personal account 12,000.00 

B's personal account 12,000.00 

Bills payable 25,000.00 

Book accounts payable 50,000.00 

Reserve for bad debts 11400.00 



Digitized by 



Google 



6o 



PENNSYLVANIA STATE BOARD 



Prepare entries for opening books on January i, 1901, 
and show profits to December 31, 1901, providing the capi- 
tal accounts of A and B from the results obtained at starting 
of business, and give a balance sheet as of December 31, 
1901. 

3. B is named as executor of A, deceased. 
B finds the following assets belonging to the estate : 
50 houses assessed value $2000 each, and 
each house subject to a mortgage of $1000 
$20,000 cash. 

1,000 shares Traction stock, market value. 
500 " Electric stock 
10 " Railroad stock 
5 " Gas stock 
10,000 Bonds Elect. Co. 
50,000 Bonds Railway Co. 
40,000 Bonds Gas Co. 

The appraisement is made on the basis of market 
value. 

In addition thereto, he finds the following assets which 
are appraised at the prices set opposite them : 

Household furniture $1,800.00 

Horses, wagons and harness 1,800.00 

During the year of his administration of the estate the 
following additional cash comes into his hands : 

Sale of 1000 shares Traction stock @. . . .$ 48.00 per sh. 

" 500 " Electric stock @ 37.50 " 

" 10 " Railroad stock @ 42.50 " 

5 " Gas stock @ 40.00 " 

10,000 Bonds Electric Co. @ 92% 

50,000 " Railway @... 108 

40,000 " Gas @ 95% 

Horse and wagons and harness 1,650.00 
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From sale of rights: 

To subscribe for new issue of railroad 

stock $1,200.00 

From rentals of houses 8,000.00 

From sale of 2 properties 4,600.00 

The following payments have been made by him: 

Funeral expenses $ 250.00 

Debts of decedent 2,200.00 

Taxes on real estate 2,035.00 

Water rents 450.00 

Mortgages on 2 properties, sold 2,000.00 

Interest on mortgages 2,500.00 

Repairs real estate 450.00 

Prepare an inventory and appraisement of estate on 
basis of values stated, and final account of the executor on 
above statement. 

4. A manufacturer is desirous of selling his business, 
and furnishes a statement showing the condition of affairs 
for the past five years as follows : 

Amount of sales averaging per year $800,000.00 

Wages paid " " " 200,000.00 

Expenses paid " " " 80,000.00 

Raw material purchased " ". 350,000.00 

Supplies on hand at present time 40,000.00 

Machinery in use at commencement of the 

5 years 150,000.00 

50% of the above amount has been in use 
for 10 years previous, and all additions 
made at cost prices, and nothing marked 
oflf for depreciation. 
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Carried at present at $225,cxx).oo 

(All repairs have been charged to expense) 
Real estate valued at 200,000.00 

What report would you make as to a fair valuation of 
this business, and explain fully your reasons for same? 



AUDITING 

May, 1902. 

1. In order to give a complete report what should 
be covered in auditing: 

(a) A bank. 

(b) A manufacturing corporation. 

(c) A railroad? 

2. In auditing trust companies holding funds of a de- 
cedent's estate what are your duties as to the investments 
made from said funds ? 

3. What books and papers would you demand in 
auditing : 

(a) A corporation. 

(b) A partnership. 

(c) A limited partnership? 

4. What is the value of a certificate of an auditor 
"that the accounts are correct in accordance with the books?" 

State fully the reasons for your statement. 
How would you arrive at the value of the following 
assets : 

(a) Merchandise. 

(b) Machinery. 

(c) Real estate. 
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(d) Stocks of railroads, electric companies and 

gas companies. 

(e) Bonds of either of above? 
Explain fully, 

5. How far does your duty as an auditor require you 
to go outside of the books, in furnishing a statement of the 
condition of a business at a given time ? 

6. Under what conditions would amounts be charged 
to betterments at one time, and charged to operating ex- 
penses at a later date in railroad, electric companies and 
gas companies ? 

7. In ascertaining the profit or loss of a company 
which had been purchased for a stated amount of stock and 
bonds of a new company, without an inventory of the plant 
in detail, how would you arrive at a fair basis of yearly de- 
preciation of plant? 

Give a full explanation of: 

(a) Profit and loss account 

(b) Balance sheet, 
stating the difference between them. 

8. On a suspected embezzlement in a bank, how 
would you make a quick preliminary examination? 

9* Write a report of at least one hundred words 
each, of your examination: 

(a) When the books are correct. 

(b) When the books are incorrect. 

ID. What are an auditor's duties, responsibilities, and 
to what extent should he be governed by instructions? 
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COMMERCIAL LAW 

May, 1902. 

1. Describe the acts necessary to fix the responsi- 
bility of the drawer and endorsers of negotiable paper, 
and mention the omissions that will operate to discharge 
the drawer or endorsers. 

2. What is a contract? 

State the general rule governing the interpretation of 
contracts. 

3. (a) What is a limited partnership? 

(b) What is a corporation in Pennsylvania? 

(c) May a corporation buy its own stock? 

(d) Give names of officers in limited partnership 

and corporation. 

(e) Whose signatures must be attached to certi- 

ficates of stock? 

4. Is it necessary that a gfuaranty for the debt on de- 
fault of another be in writing and express the consideration, 
in order to hold the guarantor? 

5. (a) When a partial payment is made how is it 

applied? 
(b) How is subsequent interest computed? 

6. What constitutes an insurable interest in property? 

7. State when the Statute of Limitations begins to 



run: 



(a) On note payable on demand. 

(b) On a note payable on a certain day. 

(c) On goods sold and delivered without any 

agreement as to credit on mutual accounts. 
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8. What IS a receiver? 

What is his first duty on taking possession of property 
or trust funds committed to his care? 

How should he deposit trust funds in a bank ? 
Explain fully. 

9. What is a trustee in bankruptcy? 
How appointed, and what are his duties? 

10, Is the validity of a note or check affected by the 
fact of its being dated on a legal holiday or Sunday? 

Would the validity of a note be affected if the date 
should be changed by the holder? 
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THEORY OF ACCOUNTS 

May, 1903. 

1. Prepare an assignee's account, furnishing your 
own figures. 

(a) On taking charge. 

(b) Final account. 

2. Describe fully the following accounts : 

Merchandise Preferred stock 

Expense Treasury stock 

Profit and loss Surplus 

Capital stock Dividend 

3. What is the advantage or disadvantage in the use 
of columnar books ? 

Explain fully. 

4. How would you organize a set of books : 

For a partnership. 

For a corporation? 
Explain fully the books necessary, their uses, and all 
preliminary steps necessary, selecting a business you arc 
familiar with. 

5. In closing the books of a concern what effect have 
consignment books on the result of the business? 

Answer fully, giving your reasons for your answer. 

6* Describe fully the voucher system, its advantages 
or disadvantages. 
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7. Prepare an executor's account: 

(a) On taking over the estate of decedent. 

(b) The final account. 

Using your own figures, which must cover transactions, 
such as sales of real estate, personal property and income. 

8. In case of total loss of stock of merchandise by 
fire, the books being saved, how would you prepare a 
claim against the insurance company? 

9. Describe the following books and how used: 

Minute book. 
Stock ledger. 
Consignment book. 
Private ledger. 

ID. Describe fully the following: 
Sinking fund. 
Reserve fund. 
Revenue. 

Wherein does a trial balance differ from a bal- 
ance sheet? 

PRACTICAL ACCOUNTING 

May, 1903. 

!• The following statement of affairs which was 
taken as being correct, was made to proposed underwriters, 
for the consolidation of four corporations, under a corpo- 
ration to be formed to take over all the four corporations. 

It was understood and agreed that the stock of Cor- 
poration No. I, par value of which was $100.00, should be 
purchased at $135.00 per share. 

Corporation No. 2 Stock par $100.00 @.. $120.00 per sh. 
Corporation No. 3 " " 50.00®.. 50.00 " " 
Corporation No. 4 " " 25.00®.. 41.00 " " 
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It was also agreed by the underwriters that they 
would advance sufficient money to purchase said stock, the 
whole of the stock of the proposed corporation to be turned 
over to them, together with $200,000.00 of the bonds of the 
new company. 

That sufficient bonds be issued to retire the bonds of 
the old corporations and provide for $500,000.00 of treasury 
bonds to be used in betterments. 

In addition to the above, it was agreed that the under- 
writers would purchase at least $250,000.00 of the new 
bonds at 85%. 

It was agreed also that the par value of the stock of 
the new corporation should be $100.00 per share, and that 
sufficient stock should be issued to cover 20% more than 
the cash outlay of the underwriters for the purchase of 
the stock of the old corporations. 

It was also agreed that the new corporation should 
take over the assets of the old corporations, but that each 
of the old corporations should be clear of indebtedness 
except for bonds issued. 

The assets turned over to the new corporation were 
to be as follows : 

Corporation No. i 

Cash $ 48,000.00 

Plant 450,000.00 

Supplies 90,000.00 

Book accounts receivable . . . 184,000.00 $ 772,000.00 

Bonds 350,000.00 

Capital stock 350,000.00 700,000.00 
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Corporation No. 2 

Cash $ 70,000.00 

Plant 820,000.00 

Supplies 80,000.00 

Book accounts receivable . . 270,000.00 $1,240,000.00 

Capital stock 850,000.00 

Bonds 390,000.00 1,240,000.00 



Corporation No. 3 

Cash .$ 28,000.00 

Plant 420,000.00 

Supplies 42,000.00 

Book accounts receivable . . . 135,000.00 625,000.00 

Bonds 280,000.00 

Capital stock 350,000.00 630,000.00 

Corporation No. 4 

Cash .$ 110.000.00 

Plant 1,475,000.00 

Supplies 86,000.00 

Book accounts receivable . . . 432,000.00 2,103,000.00 

Capital stock 150,000.00 

Bonds 1,890,000.00 2,040,000.00 



Form the new corporation with sufficient stock and 
bonds, the bonds to draw 5% interest to meet the require- 
ments of this agreement, charging into plant account all 
taxes and bonus due the State of Pennsylvania, on forma- 
tion of corporation, together with a counsel fee of $20,000 
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as well as other compensation under this agreement, and 
give a statement showing the result. 

At the end of the year it is found that $250,000 of 
the bonds of the corporation have been sold to the under- 
writers and used for betterments. 

The results of the business for the first year show a 
profit of $1,000,000 after charging off 10% for depreciation 
on plant. 

Declare such a dividend as in your judgment is rea- 
sonable, crediting surplus with whatever balance remains, 
and give a statement of condition, using your own figures 
in ascertaining profit. 

2. It is proposed to consolidate two mercantile con- 
cerns, taking over the assets of each concern at their book 
value less 10% on sundry debtors and assume the liabili- 
ties of each. 

The assets and liabilities of each concern were as 
follows : 

No. I 
Cash. 

Book accounts receivable. 
Bills receivable. 
Merchandise inventory. 
Bills payable. 
Sundry creditors. 

No. 2 
Cash. 

Book accounts receivable. 
Bills receivable. 
Merchandise inventory. 
Bills payable. 
Sundry creditors. 
Supply your own figures in above statement, and give 
entries on opening books of new concern. 
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3. An executor comes into possession of the follow- 
ing assets of a decedent : 

Cash $ 20,000.00 

$48,000 Lehigh Valley R. R. Bonds 48,000.00 

1,000 shares Penna. R. R. stock 68,000.00 

1,000 shares U. G. I. Co. stock 108,000.00 

500 shares Philada. Traction stock 48,500.00 

Real estate, 20 houses assessed value of each . 5,000.00 

Household furniture 5,000.00 

During his administration he receives the fol- 
lowing cash : 
Sales of all the Lehigh Valley R. R. bonds. . . 42,747.00 

" " Penna. R. R. stock 64,283.75 

" " U. G. L Co. stock ...> 110,175.25 

" " Philada. Traction stock 48,125.00 

20 houses @ $6000 each 120,000.00 

Income from interest on bonds and dividends 

on stock 8,400.00 

Interest on deposits 1,200.00 

Rentals of real estate 7,500.00 

And his payments were as follows: 

Funeral expenses of decedent 350.00 

Sundry indebtedness of decedent 7,482.00 

Adjusted taxes and water rents of real estate 1437.50 

Legal expenses and court charges 4,800.00 

And has advanced to the widow of the dece- 
dent the sum of 8,500.00 

She being entitled under the will to the entire income 
of the estate, the corpus of the estate to be held in trust 
by a trust company as trustee. 

State all actions necessary to be taken by the executor 
on coming into possession of the estate, formulating such 
accounts as are necessary, and state final account for filing 
in the Orphans' Court. 



Digitized by 



Google 



y2 PENNSYLVANIA STATE BOARD 

4. A desires to purchase a going concern having the 
following assets: 

Machinery $80,000.00 

Book accounts receivable 48,000.00 

Inventory merchandise 42,000.00 

And assume the following liabilities : 

Book accounts payable 30,000.00 

Bills payable 30,000.00 

The purchase price agreed upon was $100,000 in cash. 
It was discovered immediately after the taking over 
of the concern that through clerical errors in taking stock 
the actual value of the stock turned over was but $39,500.00. 
It was also discovered that $3800.00 of the accounts 
receivable were valueless, as the bookkeeper had neglected 
to make proper credits for discounts allowed. 

Give opening entries for new books, taking into con- 
sideration the above errors. 

5. The following statement has been submitted, cov- 
ering a period of 10 years, for the purpose of selling a 
business : 

Amount of sales averaging per year $500,000.00 

Wages paid " " " 220,000.00 

Expenses paid " " " 30,000.00 

Raw material used " " " 150,000.00 

Supplies on hand at present time 60,000.00 

Machinery i year old cost 60,000.00 

Machinery 5 " " " 80,000.00 

Machinery 8 " " " 40,000.00 

Machinery 10 " " " 60,000.00 

All of the machinery is in actual use in manu- 
facturing, and the above figures represent 
the cost of same, all repairs having been 
charged off. 
Real estate valued at 100,000.00 
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Prepare statement from above figures, with such com- 
ments as you may think desirable, as to the value of the 
business in such a form as you would present to your client 
who was asking you as to the advisability of purchasing. 



AUDITING 

May, 1903. 

1. What is an auditor? What are his responsibilities 
and what should be his qualifications? Answer fully. 

a. State fully the duties of an auditor as to : 

A trust estate in the hands of a trust company or 
an individual. 

3. How would you protect yourself against : 

(a) Duplicate vouchers ? 

(b) How would you treat stock, bonds and real 

estate as to valuation? 

4. Your certificate is desired by your client to be pre- 
sented to a mercantile agency. Give your mode of pro- 
cedure to get at a fair report, and give illustration of such 
report, using your own figures. 

5. State how you would make an examination of 
street railway and electric lighting, and gas companies, and 
what points you would examine with great care. 

6. Give your mode of procedure for an examination 
of: 

(a) Bank. 

(b) Trust company. 

7. Give your mode of procedure in ascertaining the 
correctness of the profit and loss account. 
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8. Give your mode of procedure in examination of: 

(a) Industrial corporation. 

(b) Manufacturing business (partnership). 

9. When a number of corporations are operating 
under their own charters, but managed and controlled by 
one other corporation, how would you state the results of 
the business : 

(a) When the controlling corporation owns a 

majority of the stock of each of the other 
corporations ? 

(b) When the controlling corporation owns all 

of the stock of the other corporations ? 

10. Give your mode of procedure in the examination 
of a building association. 



COMMERCIAL LAW 

May, 1903. 

I. When a corporation has passed into the hands of 
a receiver, what rights of procedure has a creditor of the 
corporation against stockholders for unpaid subscriptions 
to stock? 

a. (a) What is a contract? 

(b) What are the essential features of a con- 

tract? 

(c) What are the advantages, if any, of a sealed 

instrument over an unsealed one? 

3. What arc the liabilities of a stockholder in a 
Pennsylvania corporation? 

4. (a) Wherein does a partnership differ from a 

limited partnership? 
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(b) Describe the necessary steps for the forma- 
tion of a limited partnership involving the 
transfer of merchandise. 

5. (a) What is the effect of an endorsement "with- 

out recourse " on a promissory note ? 
(b) What is the value of an endorsement made 
for the accommodation of the drawer of a 
note? 

6. (a) What steps are necessary to hold an endorser 

of a note liable for the payment of the 
same? 
(b) What action will release the endorser of a 
note from liability? 

7. Wherein does a corporation differ from a partner- 
ship? 

8. (a) How must trust funds be invested under the 

laws of Pennsylvania? 

(b) How are executors, administrators, trustees 

appointed? 

(c) How are referees and trustees in bankruptcy 

appointed ? 

(d) What effect has a discharge in bankruptcy 

on the bankrupt? 

9. Whose claims, if any, are preferred in : 

(a) Bankruptcy. 

(b) Partnerships. 
( c) Corporations ? 

10. (a) What are the liabilities of the stockholders 
of a national bank? 
(b) What securities can a national bank make 
loans upon? 
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THEORY OF ACCOUNTS 

November, 1903. 

1. (a) What items are chargeable in ascertaining 

cost in any manufacturing business you 
are acquainted with? 
(b) What value has a cost book in connection 
with the general books? 

2. Explain the responsibilities of an executor or ad- 
ministrator of a decedent's estate, as to his mode of pro- 
cedure in taking charge of said estate, together with the 
rendering of his final account, and explain how his accounts 
should be kept during his administration. 

3. What are the advantages and disadvantages, if 
any, of a voucher system ? Explain fully how conducted. 

4. On buying an interest in a going business, what 
entries should be made in the books of the business? 

(a) When a direct sale is made of an interest, 

the money not to be used in the business? 

(b) When the money paid for the interest in 

the business is to be used in the business? 

5. Explain the mode of procedure in closing a set of 
books at a stated period, and give an example, using your 
own figures. 

6. How would you divide the accounts in books of 
general utility corporations, such as gas, electric lighting, 
electric railroads, steam railroads, so as to get an intelli- 
gent knowledge of the results of the operations? 

7. What is the difference between common stock, 
preferred stock, bonds? Explain fully. 
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8. Explain fully: 

A partnership. 

A limited partnership. 

A corporation. 
Giving an example of opening the books of each, using 
your own figures. 

9. Explain fully the meaning of the following terms : 

Quick assets. Fixed charges. 

Floating debts. Contingent liabilities. 

10. What procedure is necessary to change single 
entry books into double entry books? Give an example, 
using your own figures. 

PRACTICAL ACCOUNTING 

November, 1903. 
I. The following report was handed the board of 
directors of a corporation: 

Resources 

Cash on hand $ 40,000.00 

Bills receivable 60,000.00 

Open accounts due us 180,000.00 

Stocks and bonds 600,000.00 

Patents 60,000.00 

Office fixtures 5,000.00 

Machinery 160,000.00 

Raw material and manufac- 
tured goods 750,000.00 

Rights and franchises 5,000,000.00 $6,855,000.00 

LidbUiiies 

Capital stock $4,800,000.00 

Capital stock unissued 200,000.00 

Open accounts due by us 80,000.00 5,080.000.00 

Balance of assets $1,775,000.00 
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An examination of the books disclosed the fact that from 
the $4,800,000.00 of stock sold the Company realized but 
$1,200,000.00 in cash, and that the raw material and manu- 
factured goods had been overvalued $300,000.00, and 
that the rights and franchises had been purchased for 
$1,000,000.00 of the stock of the company. It also appeared 
by the books that no charges had been made against rights 
and franchises since the first purchase. 

It appeared from the act incorporating the company, 
that the board of directors were authorized to sell the stock 
of the company at such prices as they deemed wise, al- 
though the par value of the stock was $20.00 per share. 

It was also found that $20,000 of the "open accounts 
due us" were worthless, and that $15,000 of the "open ac- 
counts due by us" consisted of duplicate entries. 

Correct all errors in the above statement, make out a 
new statement of the resources and liabilities in accordance 
with the facts stated. 

2. A merger was made of six corporations, with the 
following assets: 

First Corporation 
Assets 

Plant and franchises $ 600,000.00 

Cash 20,000.00 

Book accounts receivable 100,000.00 

Supplies 10,000.00 

Liabilities 

Capital stock, common @ 50 , $200,000.00 

" " preferred 200,000.00 

Bond account 250,000.00 

Book accounts payable 30,000.00 
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Second Corporation 
Assets 

Plant and Franchises $1,000,000.00 

Cash 30,000.00 

Book accounts receivable 180,000.00 

Supplies 40,000.00 

Liabilities 

Capital stock @ $50 $ 500,000.00 

Bond account 750,000.00 

Book accounts payable 50,000.00 

The other four corporations each had a capital stock 
of $1000 of which $100 each was paid for organization ex- 
penses, leaving a balance in cash in the treasury of each 
company of $900. 

A corporation was formed to purchase all the capital 
stock of the merged corporations and create a bond and 
mortgage sufficient to retire the outlying bonds of the 
corporations merged, together with the capital stock and 
bonds of the following corporations having the following 
assets and liabilities : 

A. Assets 

Plant and franchises $1,000,000.00 

Book accounts receivable 70,000.00 

Cash 50,000.00 

Supplies 10,000.00 

Liabilities 

Capital stock $500,000.00 

Bonds 500,000.00 

Book accounts payable 80,000.00 



Digitized by 



Google 



80 PENNSYLVANIA STATE BOARD 

B. Assets 

Plant and franchises $ 10,000.00 

Cash 5,000.00 

Book accounts receivable 3,000.00 

Supplies 1,000.00 

Liabilities 

Capital stock $ 10,000.00 

Book accounts payable 5,000.00 

In addition to the new corporation being the holding 
corporation of the stock of the above corporation, a merger 
of three other corporations was made, the business to be 
carried on under the name of the new corporation formed, 
and the combined assets and liabilities of the corporations 
so merged were as follows : 

Assets 

Plant and franchises $2,500,000.00 

Cash 50,000.00 

Book accounts receivable 100,000.00 

Supplies 20,000.00 

Liabilities 

Capital stock, par 50 .$1,000,000.00 

Bond 1,500,000.00 

Book accounts payable ^ 150,000.00 

It was agreed to purchase the stock of the above cor- 
porations at the following rates, to be paid for in stock of 
the new corporation. 

Corporation No. i @ 20 shares new Co. for one of old. 
" " 2 /n) o ** " " " ** " " 

The four other companies par $20.00 share for share 
and corporation A share for share. 

Corporation B, 2 shares of new company for one of old. 
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The capital stock of the other three corporations which 
the new corporation proposed to operate were exchanged 
share for share. All of the expenses of both mergers and 
organization of the new corporation amounting to $50,000.00 
were to be paid by the new corporation, and it was agreed 
that bonds amounting to $1,000,000 should be issued to be 
used in betterments of the corporations of which they had 
purchased the entire capital stock. 

Show entries for opening the books of the first six 
corporations merged. Provide capital stock and bond 
issue to cover the requirements above stated and show open- 
ing entries for new corporation. 

3. An executor came into the following assets of an 
estate : 

Cash $100,000.00 

Philada. Traction bonds, par 94,000.00 

Philada. City 4/s par . . , 100,000.00 

Real estate, 100 houses 

Pennsylvania stock shares 1,000.00 

Household furniture 

Book accounts receivable 50,000.00 

Horses, carriages and harness 
During his administration he collected the fol- 
lowing amounts : 

Rentals 50,000.00 

Interest on bonds 3,700.00 

Dividend on stock 6,000.00 

Book accounts receivable 42,000.00 

Sale of horses and carriages and harness. . . . 10,000.00 
Scrip dividend, 10 shares 

Sale of 10 houses by order of court 20,000.00 

And paid out the following: 

Funeral expenses 1,000.00 

Debts of decedent 20,000.00 

Widow of decedent 25,000.00 

6 
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Under the terms of the will of decedent the widow was 
to receive the income of the estate during her lifetime. 

State the above account for filing in the Orphans' 
Court, covering the taking possession of the estate, supply- 
ing your own figures, if necessary, where they are omitted, 
and state final account based on above figures, and the ones 
supplied by you. 

4. A and B, each carrying on a similar business, 
agree to form a partnership under the name of A and B, 
and that the new firm should take over the assets of each 
partner in the business, and assume liabilities of each. 

The following trial balances were presented by each of 
the partnership on commencing business : 

A 

Capital $20,000.00 

Machinery and fixtures $25,000.00 

Cash 4,000.00 

Bills receivable 3,000.00 

Book accounts receivable 20,000.00 

Inventory merchandise 10,000.00 

Wages 2,000.00 

Unpaid wages ; 500.00 

Expense account '. 15,000.00 

Bills payable 20,000.00 

Suspense account 1,000.00 

Merchandise account 26,000.00 

Book accounts payable 15,000.00 

Repairs account 2,000.00 

Rentals 1,000.00 

Rent 500.00 

$82,500.00 $82,500.00 



Digitized by 



Google 



OF EXAMINERS OF PUBLIC ACCOUNTANTS 83 

B 

Capital $ 35,000.00 

Machinery and fixtures $ 45,500.00 

Cash 8,000.00 

Bills receivable 3,000.00 

Book accounts receivable 25,000.00 

Wages 4,000.00 

Unpaid wiages 3,000.00 

Expense account 18,000.00 

Bills payable 26,000.00 

Suspense account 3,000.00 

Merchandise 35,000.00 

Inventory 15,000.00 

Book accounts payable 25,000.00 

Repair account 3,000.00 

Rentals 1,000.00 

Rents 500.00 

$125,000.00 $125,000.00 

Each partner is to draw half the profits. 

Formulate the opening entries for new partnership. 

At the end of the year a profit is- shown of $40,000.00. 
Use your own figures and formulate a trial balance at end 
of year, and divide the profit between the partners. 

AUDITING 

November, 1903. 

1. What are the responsibilities of an auditor, and 
what should be his qualifications? 

a. Give the mode of procedure in auditing 

(a) A bank. 

(b) A trust company. 
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Explain fully, commencing with your action on 
starting the audit. 

3. How would you prove the correctness of a profit 
and loss account? 

4. What books and papers would you require in 
order to make a complete and thorough audit of 

(a) A bank. 

(b) Trust company. 

(c) A limited partnership organized by the 

purchase of a going business. 

(d) An industrial corporation. 

(e) A partnership. 

5. Give a few examples of increases and decreases 
in value of assets, affecting the profit and loss of a busi- 
ness, with your reasons for allowing or objecting to same. 

6. In auditing a building association, what books 
and papers would you demand, and how would you prove 
the correctness of the accounts? 

7. In making a quick audit of a bank or other busi- 
ness for a suspected embezzlement, what would be your 
mode of procedure? 

8. How would you prove the correctness of an 
audit made by another accountant at a previous date, 
and how would you protect yourself in a report of your 
audit? 

9. Write a report of your audit of not more than 
one hundred words. 

(a) When the books are properly kept. 

(b) When the books are improperly kept. 
Using your own figures in both cases and showing the 
improper entries in the last case. 
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10. When the voucher system is used, how would 
you protect yourself against fraudulent vouchers or 
duplications of same. 



COMMERCIAL LAW 

November, 1903. 

1. Define a contract, and give in full the essentials 
thereof, with short example of a contract illustrating the 
several essentials. 

2. (a) Give four classes of contracts which are 

against statute law, and four classes of 
contracts which are against public policy, 
(b) What are the several effects of the ille- 
gality of contracts? 

3. In Pennsylvania what two methods may be 
adopted by an individual or corporation which wishes to 
relieve itself of liability for debts? 

4. What is meant by a "preference," and the effect 
thereof? 

Give examples of "preference" created, in two differ- 
ent ways. 

5. Give three causes that may prevent a discharge 
from bankruptcy. 

6. Define agency, and give three different ways for 
formation of the relation. 

7. Give distinction between general and special 
agency. 

8. What is meant by "insurable interest" in life 
insurance? 
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9. Define a negotiable instrument, giving in full, 
essentials thereof, and illustrative example. 

10. Criticize the following note from the viewpoint 
of its negotiability: 

Nineteenth day of March 1901 
Sixty days after date (If not before that 
date)' I promise to pay 

John Doe or bearer. 

One hundred Dollars in wheat at 6oc. per bushel. 
For value received with interest. 

William Roe. 
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THEORY OP ACCOUNTS 

November, 1904. 

I. In what manner would you treat "scrap" as to 
cost in manufacturing? 
Give reasons. 

a. Give the different accounts usually in use in 

(a) Industrial corporations. 

(b) Partnerships. 

(c) Manufacturing. 

(d) Building associations. 

3. Give the different accounts usually in use in 

(a) Banks. 

(b) Trust companies. 

4. In what manner, if any, will cost accounts differ 
from results obtained in general books? 

Explain fully. 

5. (a) What constitutes manufacturing cost? 
(b) What constitutes selling cost? 

6. In shipping goods from the manufactory to branch 
stores, how should the invoices be made out in order that 
the proper results of the business should be shown in the 
general books kept at the manufactory? 

7. A corporation is owned by four persons who have 
an equal number of shares. During the operations of the 
company each one of the above parties is credited 
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through the cash book at various times with equal 
amounts as loans to the corporation, and the cash book 
is kept in balance by increasing the payroll by the 
amounts credited. Each of the parties is credited also 
with interest on undrawn credit balances thus obtained. 

In what manner does such action affect the results 
of the business? 

Please explain fully. 

8. (a) What is the meaning of depreciation and 

how does it affect the net results of a 
business? 
(b) Where a plant is purchased as a whole, 
without valuation of its different parts, 
how would you provide for depreciation? 

9. Why is a consignment book kept, and what rela- 
tion has it to the general books of a business? 

10. (a) What is a sinking fund? 

(b) From what source is it derived and what 

account charged? 

(c) If not set aside, in compliance with require- 

ments of a bond issue, how may it affect 
a corporation? 



PRACTICAL ACCOUNTING 

November, 1904. 

I. It is desirous of making a consolidation of two 
manufacturing corporations in the same lines of business, 
having the same amount of capital stock, and doing prac- 
tically the same gross business per year. 
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The intention of the merger is to form a new cor- 
poration with the combined capital of the two corpora- 
tions, including the surplus of each corporation, but on 
account of the much larger profit of one of the corpora- 
tions, owing to better machinery, etc., the stockholders of 
that corporation are to receive 2$% more of the stock of 
the new corporation than the other merged corporation. 

The new corporation to take over all of the assets 
and assume all of the liabilities of the two corporations, 
as stated on their books. 

Make out a balance sheet of the assets and liabilities 
of each of the two corporations proposed to be merged, 
supplying your own figures, covering all the usual items 
found in a manufacturing business.. Close the books of 
each of the old corporations and open the books of the 
new corporation, covering the legal requirements of such 
merger in accordance with the laws of Pennsylvania both 
as to the minutes of the old and new corporations, and 
necessary payments to the State. 

a. The estate of a decedent, leaving a widow, mother 
and brother, consists of sundry items of personal prop- 
erty and realty. 

The widow was appointed administratrix, the dece- 
dent having left no will. 

During her administration various payments were 
made to her increasing the principal of the estate, and 
sales of bonds and stocks were made by her, some of the 
sales increasing and others decreasing the principal of 
the estate, and payments were made by her, some of 
which were chargeable to principal and some chargeable 
to income. 



Digitized by 



Google 



90 PENNSYLVANIA STATE BOARD 

The income receipts consisted of dividends on stock, 
interest on bonds and rentals of realty. 
Supply your own figures and prepare: 

(a) Inventory and appraisement of estate with 

assets as above stated. 

(b) First and final account of administratrix, 

covering receipts and disbursements 
under their proper accounts. 

(c) Distribute the balance of estate in accord- 

ance with the intestate laws of the State 
of Pennsylvania. 

3. A partnership was formed on January i, 1900, A 
contributing $20,000 in cash; B, $18,000 in cash; C, $22,- 
000 in merchandise. 

The profits and losses to be divided in proportion to 
the contributions of each partner to the capital and each 
partner to be credited with interest on excess of capital. 

From January i, 190D, to December 31, 1902, the 
profits of the business were shown by the books to be 
$20,000 per year, and the share of each partner had been 
duly credited to him, the books of the partnership not 
having been closed for the year 1903. 

During the above term, the following amounts were 
drawn by each partner: 

ToDec.31, 1900, A.. $ 9,000 B..$ 8,800 and C. $10,000 
" Dec. 31, 1901, A.. 11,000 B.. 14,000 andC. 5,500 
" Dec. 31, 1902, A.. 9,500 B.. 11,000 andC. 6,200 

On December 31, 1903, it was determined to dissolve 
the partnership and form a corporation, with a capital 
stock of $100,000, and sell said business for the full amount 
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of Stock of the corporation, said stock to be divided among 
the former partners in proportion to their interest in the 
partnership. 

The following statement is taken from the books of 
the partnership, as of December 31, 1903, omitting per- 
sonal accounts of partners : 

Cash $11,000.00 Bills payable $20,000.00 

Merchandise .,.. 1,500.00 Book accounts 

Expense 6,000.00 payable 18,250.00 

Wages 18,000.00 

Insurance ...... 600.00 

Book accotmts 

receivable .... 18,000.00 

Bills receivable . 4,000.00 

Stationery 1,000.00 

Taxes 700.00 

Interest 450.00 

During the year 1903, the partners drew $4000 each. 

The inventory of merchandise is stated at $48,250. 

Give profit for year 1903, adjusting partners' interest, 
divide stock of new corporation according to agreement 
stated above, and close books of partnership and give 
opening entries of new corporation. 

4« A gas company shows the following trial balance 
at the end of its first year of business : 

Manufactur- Capital stock .$ 500,000.00 

ing labor .. $5400.00 Bonds 500,000.00 

Boiler fuel .. 3,200.00 Accounts pay- 
Generator fuel 5400.00 able... 48,000.00 
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Oil $126,000.00 Gas account • .$ 342,600.00 

Purifiers . . . • 3,200.00 

Repairs works 2,600.00 

Expense works 3,900.00 

Water 1,500.00 

Insurance 300.00 

Taxes 4,800.00 

Distribution 
labor and 

material ... 12,000.00 

Office expense 13,500.00 

Stable expense 4,000.00 

Repairs mains 1,800.00 

Repairs meters 600.00 

Repairs serv- 
ices 700.00 

Street light- 
ing 300.00 

Advertising . . 300.00 

Maintenance 

arc lamps.. 1,500.00 

Licenses 1,000.00 

Discounts . . . 34,000.00 

General ex- 
penses .... 5,000.00 

Sundry debt- 
ors gas 40,000.00 

Sundry debt- 
ors merchan- 
dise 10,000.00 

Cash 29,000.00 

Bond interest. 25,000.00 

Plant 1,055,600.00 

$1,390,600.00 $1,390,600.00 
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The inventory of manufacturing material is $20,000.00 
" distribution " " 4,000.00 

No other inventories of any description are carried. 

The amount of gas manufactured dur- 
ing the year 300,000,000 cu. ft. 

Amount sold 270,000,000 

Unaccounted for 30,000,000 

Give (i) the manufacturing cost of gas sold; (2) the 
distribution cost of gas sold; (3) prepare statement of 
operations of the company and balance sheet of assets and 
liabilities. 

AUDITING 

November, 1904. 

1. Give mode of procedure in auditing a bank. 

2. What is the value of a minute book in opening the 
books of a corporation? Explain fully. 

3. In case a corporation of five persons owning all the 
stock should credit each party in proportion to their 
several holdings with the profits as shown by the books, 
without formally declaring a dividend, and the said stock- 
holders were also credited with interest on the undrawn 
credit balances, what would be your action? 

4. What responsibility attaches to an auditor as to 
the inventory? 

5. What measures would you take to prove the cor- 
rectness of a profit and loss accotmt? 

6. How would you prove the correctness of the bal- 
ance of bills receivable and bills payable where balances 
are brought down monthly? 
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7. Take up a business you are familiar with and 
state fully how you made an audit 

8. How would you classify the transactions of public 
utility corporations, such as gas companies, electric com- 
panies, water works, etc.? 

Explain fully. 

9. Explain the difference, if any, between an audit and 
an examination. 

10. How would you audit the stock certificate book of 
a corporation: 

(a) When the corporation has no reigstrar? 

(b) When the corporation has a registrar? 

COMMERCIAL LAW 

November, 1904. 

1. What is the difference between a contract of 
guaranty and a contract of surety? 

2. When is a contract discharged? 

Give four methods by which this effect may be ac- 
complished. 

3. (a) Give distinction between an expressed and 

implied contract. 

(b) Between executed and executory contracts. 

(c) Between entire and several contracts. 

(d) Between verbal and written contracts. 

(e) Give four classes of contracts which must 

be in writing. 

4. What are the duties of a trustee in bankruptcy? 

5. What is meant by a composition with creditors, and 
the effect thereof? 
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6. Give diflference in liability between a contract for 
a disclosed principal and a contract for an undisclosed 
principal. 

7. What eflfect has a deed of trust 

(a) When recorded? 

(b) When not recorded? 

8. Name four kinds of negotiable instruments, giving 
distinction, if any, in their legal effect 

9. (a) Define dower. 

(b) When does the right of dower accrue? 

(c) Is this right affected by any assignment 

made by the husband? 

10. Within what period must an action be brought 

(a) In the case of instruments under seal? 

(b) Written contracts not under seal? 

(c) Verbal contracts? 
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THEORY OF ACCOUNTS 

May, 1905. 

1. Define double entry bookkeeping, and state wherein 
it differs from single entry bookkeeping. 

2. What books are essential to the use of the double 
entry system in : 

(a) Merchandising business? 

(b) Banking business? 

(c) Commission business? 

3. Name all the accounts in each of the businesses 
mentioned in the last question, which contribute to the 
profit and loss account when closing the books. 

4. Define a trial balance, and explain how it differs 
from a balance sheet. Illustrate by making a trial balance 
and a balance sheet in each of the businesses mentioned in 
the second question, using your own figures. 

5. Does a trial balance in which the aggregate of 
debits and credits correspond prove the books to be cor- 
rect? If not explain why it does not. 

6. What are the requisite features of the form of an 
executor's or administrator's account? Give illustration, 
using your own figures, in which administration of real 
estate is also included. 



Digitized by 



Google 



OF EXAMINERS OF PUBLIC ACCOUNTANTS 97 

7. What are the usual methods of stating the accounts 
respectively of 

(a) Receivers? 

(b) Assignees? 

(c) Trustees in bankruptcy? 

State in what essential respects they differ. 

8. Define the principal or main accounts of a corpora- 
tion of your own selection. 

g. What are some of the methods commonly employed 
for the acquisition of control by one corporation over 
another^ and what entries are necessary in the books of 
each of the corporations to show the transactions incident 
to the acquisition by each of the different methods you 
mention ? 

10. In stating the profit and loss account of a life 
insurance company at the close of a fiscal period, how 
should receipts of annual premiums paid in advance be 
apportioned? 

PRACTICAL ACCOUNTING 

May, 1905. 

I. The Cambria Company was incorporated with a 
capital of $500,000, divided in 5000 shares of $100 each, 
to take over the assets and liabilities of the firm of John 
Martin & Co. and Chas. Burton & Co. 

John Martin and Henry Scott, his partner, each con- 
tributed $20,000 in cash to the company, and received in 
payment stock of the company at par. 

Chas. Burton and Thomas James, his partner, each 
contributed $15,000 in cash to the company, and received 
in payment, stock of the company at par. 
7 
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The net assets of the firm of John Martm & Co. were 
purchased by the company at 75% of their ledger values 
and full-paid stock of the company given therefor. The 
net assets of the firm of Chas. Burton & Co. were pur- 
chased by the company at 60% of their ledger values and 
full-paid stock given by the company in payment therefor. 

The condition of the ledger accounts of the vendors 
was as follows : 

ASSETS AND UABIUTIES OF JOHN MARTIN & CO. 

Assets 

Cash $ 5,000.00 

Real estate (factory site) 15,000.00 

Machinery and tools 7,500.00 

Raw stock, lumber, etc 1,000.00 

Raw stock, steel, brass wire, etc.. 8,000.00 

Good will 4,500.00 

Accounts receivable 80,000.00 

r . , .,.^. $121,000.00 

Liabilities 

Accounts payable $ 27,000.00 

Bills payable 70,000.00 

John Martin, capital account.... 18,000.00 

Henry Scott " " 6,000.00 

$121,000.00 

ASSETS AND UABIUTIES OF CHAS. BURTON & CO. 

Assets 

Raw stock $ 25,000.00 

Manufactured stock 20,000.00 

Accounts receivable 1 10,000.00 

Good will 45,000.00 

r . , ...^. $200,000.00 

Liabilities 

Chas. Burton, capital account $ 50,000.00 

Thomas James " " ... 150,000.00 

$200,000.00 
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It was agreed that all the assets and liabilities acquired 
by purchase should appear upon the books of the company 
at the values shown in vendors' ledgers, until the close of 
the third year, at which time good will should be charged to 
profit and loss account. 

And it was stipulated that in the event the legitimate 
profits of any year, from trading, exceeded $20,000, the 
individual members of the firm of Chas. Burton & Co. were 
to receive 30% of said excess, and expense account be 
charged therewith, but if the profits were less than $20,000 
they were to pay the deficiency to the company and expense 
account be credited therewith. 

The profit and loss account showed legitimate profits 
from trading, for the first year, amounting to $27,000.00, 
and the second year, amounting to $40,000, and the third 
year amounting to $15,000, before adjusting the claims 
arising from above stipulation as to the $20,000. The 
entire profits irrespective of their source were then paid 
to stockholders of issue as dividends in full-paid stock. 

Submit statements as follows: 

(a) Give aggregate of net assets at the close of 

the first, second and third years, assiuning 
all debts to have been paid. 

(b) Give the amount due to each of the parties 

in interest in stock and undivided profits 
at the end of the first and second years 
respectively, assuming profit and loss ac- 
count as being adjusted at these periods, 
and the amount of stock held by each 
stockholder after the actual adjustment 
of th^ profit and loss and dividend ac- 
counts, at the end of the third year. 

(c) Use given assets and liabilities throughout, 

with an additional account entitled "In- 
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crease," and submit balance sheets for the 
dose of each period. 

a. John Smith died July i, 1899, leaving a will in 
which he devised to his widow one-half of the principal of 
his personal property and one-half of the income from all 
sources, and the balance of his estate to his executors in 
trust for certain annuitants. 

At the time of his death his estate consisted of the 
following items : 

1,000 shares Clarion Co. stock @ 200 $ 200,000.00 

5,000 shares Penna. R. R. stock @ 70 350,000.00 

10,000 3hares U. S. Steel Pref. (§90 900,000.00 

$1,450,000.00 

Interest in firm of Smith & Jones as shown 
by the books of said firm July i, 1899. . . 185,000.00 

A total of $1,635,000.00 

At said date, July i, 1899, the assets and liabilities of 
the firm of Smith & Jones were as follows : 

Assets 

Merchandise $ 50,000.00 

Accounts receivable 175,000.00 

Real estate 300,000.00 

Ground rents 30,000.00 

Mortgages 160,000.00 

Cash 35,000.00 

$750,000.00 

Liabilities 

Smith $185,000.00 

Jones 235,000.00 

Qarion Co 330,000.00 

$750,000.00 
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The decedent's estate was not appraised until January 
I, 1900, at which time his interest in the firm of Smith & 
Jones was appraised at $140,000. The assets and liabilities 
of the firm being as follows : 

Assets 

Accounts receivable $160,000.00 

Real estate 200,000.00 

Ground rent 20,000.00 

Mortgages 100,000.00 

$480,000.00 

Liabilities 

Smith $140,000.00 

Jones 140,000.00 

Clarion 200,000.00 

$480,000.00 

In his account filed in the Orphans* Court, the executor 
charged himself in the principal account with the sum of 
$1,590,000, the value of decedent's stocks and the appraised 
value of his interest in the partnership, also with the sum 
of $100,000 for profit on the 1000 shares of stock of the 
Clarion Co., accumulated during the lifetime of the dece- 
dent, and he claimed credit for $300,000 paid on account 
of decedent's debts, which sum included $100,000 due the 
Clarion Co. on account of unpaid subscription to the 1000 
shares of the stock of the said company, and $50,700, 3% 
commission, leaving a balance of $1,339,300.00 due the 
estate, consisting of : 

Cash .$ 574,300.00 

5000 shares U. S. Steel Pref 450,000.00 

1000 shares Qarion Co. stock 200,000.00 

Unconverted assets of the partnership 115,000.00 

$i»339»300.oo 
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The executor charged himself in the income account 
with receipts amounting to $92,550.00, no part of which 
was derived from the partnership, and claimed credit for 
$14,625.00 for expenses and commissions at 5^, leaving a 
balance of $77,925.00 due the estate. 

In the adjudication of the account the auditing judge 
deducted $40,000 from the principal account of the per- 
sonal property and transferred it to principal account of 
real estate; and he awarded the balance of the personalty, 
after deducting $105,000 for unconverted assets reserved for 
future accounting, one-half to the widow, all of which she 
received with the exception of $50,000 cash, and one-half 
to the accountants, in trust for the annuitants; and he 
awarded the principal of the realty amounting to $40,000: 
$20,000 in trust to the widow to receive the income, and 
$20,000 to the accountants, in trust for the annuitants. And 
he also awarded to the widow income amounting to $38,- 
962.50; and the same amount to the annuitants. 

After the filing of the executor's account, it was ascer- 
tained that of the profits of the partnership between date 
of Smith's death and the date of appraisement, $10,000 was 
derived from sales of real estate. 

The executors now desire to file a second account; and 
it appears that since the filing of the first account the trans- 
actions of the partnership of Smith & Jones in liquidation 
have been as follows: 

Accounts receivable, charged to profit and 
loss as worthless $50,000.00 

Amount collected on accounts receivable, 
charged to profit and loss as worthless, 
prior to testator's death 15,000.00 

Amount of interest collected on accounts 
receivable 4,500.00 

Expense of liquidation 3,000.00 
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It also appears that the amount of $200,000 appraised 
January i, 1900, as a liability of the firm to Qarion Com- 
pany has been transferred on the books of the firm in equal 
parts to the credit of the separate accounts of Smith & 
Jones, each of whom owned 1000 shares full-paid stock 
of said company (the entire issue), on account of profits 
on said stock accrued prior to filing of the account. 

Finally, it appears that the present value of the interest 
of decedent's estate in the partnership, consisting of un- 
converted assets, is $50,000. 

Taking into consideration the facts disclosed in con- 
nection with the first adjudication, and the subsequent 
changes in the condition of the estate set forth above, state 
a second account for the executors. 

3, A and B were co-partners, sharing equally the net 
profits of the business ; B had exclusive charge of the busi- 
ness and of the accounts of the firm, with duty of fur- 
nishing to A at the close of each year a statement of the 
condition of the firm's accounts, together with details of 
the profit and loss account for the year. 

According to statements rendered by B for the years 
1900, 1901, 1902, the following conditions of account ap- 
peared : 

On January i, 1900, A's capital account was $135,000 
and the inventory amounted to $175,000; the purchases dur- 
ing the year were $950,000, the sales were $1,175,000, ex- 
penses were $110,000 and the inventory, December 31st, 
amounted to $160,000. 

For the year 1901 the inventory, January ist, was 
$160,000, the purchases were $875,000, and sales were 
$1,180,000, the expenses were $125,000, and the inventory, 
December 31st, amounted to $150,000. 
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For the year 1902 the inventory, January ist, was 
$150,000, the purchases were $910,000, the sales were $1,- 
210,000, the expenses were $130,000, and the inventory 
December 31st amounted to $110,000. 

A had an examination made of the books, and the 
following irregularities in the accounts were thereby dis- 
covered : 

(a) There were included in the sales for the sev- 

eral years goods at an estimated cost of 
$20,000, which formed no part of the inven- 
tories or purchases. 

(b) Goods were omitted from the inventories of 

the several years, as follows: 

January i, 1901, valued at $30,000.00 

" I, 1902, " " 50,000.00 

" h 1903* " " 50,000.00 

State A's capital accotmt for the several years as it 
would appear from the statements rendered by B; and 
determine and state what modification of it will result from 
a correction of the above irregularities, giving the correct 
amotmt of his capital for each year. 

Give details of process by which you reach your 
results. 

4« The firm of Simpson & Co. consists of William 
Simpson and Adam Green. William Simpson receives 1 1/20 
of the net profits and Adam Green 9/20. During a given 
year each of the partners withdrew from the business 
$28,000 as salary, and according to agreement each of 
said amounts was charged to profit and loss. At the close 
of the year the books of the company disclosed a loss of 
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$25,000. After transferring to the accounts of the part- 
ners their pro rata share of this loss, the condition of the 
ledger accounts was as follows: 

Assets 

Cash $ 30,000.00 

Accounts receivable .. 187,500.00 

Inventory : 

Raw material $ 80,000.00 

Labor, etc 120,000.00 * 

Manuf. goods 65,000.00 

$265,000.00 $482,500.00 



Liabilities 

Accounts payable $103,500.00 

William Simpson 200,000.00 

Adam Green 179,000.00 

$482,500.00 

During the year, the books record 
transactions as follows : 

Goods purchased ^ 200,000.00 

Cash paid labor 350,000.00 

Salaries of clerks, etc 60,000.00 

Commission to agents 105,000.00 

Rent 15,000.00 

Bad debts closed into profit and 

loss 25,500.00 

Depreciation account 6,000.00 

Interest paid 2,500.00 

Sales 1,000,000.00 

Sales returned 30,000.00 
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It further appears that the inven- 
tory at tiie beginning of the 
year was as follows: 

Raw material $ 90,000.00 

Labor 130,000.00 

Manufactured goods 220,000.00 

A careful examination indepen- 
dent of the ledger accounts 
discloses the following facts: 

Total cost of material used in 

manufacturing during year. . 180,000.00 
Total cost of labor during year. 320,000.00 

Submit statements as follows: 

(a) The condition of accounts at the beginning 

of the year. 

(b) The condition of the accounts at the close 

of the year modified by the disclosures ob- 
tained through the examination made in- 
dependent of the ledger accounts. 

AUDITING 

May, 1905. 

X. In a business consisting of five separate depart- 
ments there is kept a general ledger containing capital 
account, the speculative accounts, such as merchandise, 
expenses, etc., and accounts with each separate depart- 
ment; sales ledgers containing the accounts of customers; 
and a purchase ledger containing the accounts of foreign 
and domestic creditors. 

In the general ledger each department account is 
charged with all purchases made for the department, and 
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credited with cash received and allowances on account 
of sales of said department. The sales ledgers contain 
the different customers' accounts showing charges for 
sales and credits for cash, allowances, etc., on account 
of sales. The purchase ledger contains the accounts of 
the different creditors showing credits for merchandise 
and charges for cash. 

In making an audit of the books, how would you 
determine that the profit or loss for each department had 
been properly stated for a given period? 

a. In three successive fiscal years a manufacturing 
corporation values its supplies, etc., in hand at cost, with 
deductions for deterioration as follows: At end of first 
year 5%; at end of second year 10%; and at end 
of third year 15%. With the inventory taken on this 
basis the profits for the second year did not equal the 
dividends declared, and surplus was intrenched upon; 
and in the third year the dividend paid was so much in 
excess of profits that the surplus was entirely exhausted 
and a debit balance created in the profit and loss account. 

In auditing the books, how would you treat the 
above condition in your report? 

3* A wool dealer's business consists of the following 
transactions : 

(a) Buying and selling for his own account. 

(b) Receiving on consignment and selling for 

commission. 

(c) Consigning to other dealers for sale for his 

account. 
All wool received, whether purchased or consigned, 
is charged to merchandise account and credited to the 
vendors or consignors; and all wool disposed of, 
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whether consigned or sold, is credited to merchandise 
account and charged to the purchasers or consignees. 
The prices in the pro forma invoices of consigned goods 
invariably differ from the prices shown in the account 
sales rendered to consignors or received from consignees. 
At the end of the year he prepares a statement treating 
all wool in his possession as inventory and credits mer- 
chandise account therewith; all debit balances on 
account of goods sold or consigned by him as accounts 
receivable, and all credit balances on account of g^ods 
purchased or consigned to him as liabilities. The 
accounts are clerically correct ; you are asked to audit his 
accounts and certify to the correctness of his statement. 
How would you proceed to do this? Write a report 
thereon not exceeding two hundred words. 

4« Where a set of books shows a loss, and the 
nature of the business, etc., warrants the belief that there 
was a profit, for the purpose of an audit what special 
accounts, etc., would you outline for examination, and 
what method would you pursue? 

5. A and B formed a partnership in a manufacturing 
business, each contributing $25,000. The business was 
conducted in a building owned by B, for which B was 
to be paid $10,000 rent per year. During three given 
years the profit averjiged $10,000; and A drew out $1000, 
$5000 and $10,000 in the respective years, and B drew out 
$3000, $4000 and $5000. The rent account was adjusted 
in the books by crediting B in each year with $5000 and 
charging this amount the first year to A, the second year 
to expense, and the third year to B. 

In an audit of the books, how would you state the 
accounts at the close? 
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6. How would you proceed is making an audit of a 
trust company? Give full particulars, with an illustra- 
tion, using your own fig^ires. 

7. How would you proceed in making an audit of a 
stock broker, who also does a banking business? Give 
full particulars, with an illustration, using your own 
figures. 

8. How would you proceed in making an audit of 
the books of a municipality? Give full particulars, with 
an illustration, using your own figures. 

9. How would you proceed in making an audit of 
the books of a public utility company? Give full par- 
ticulars, with an illustration, using your own figures. 

10. How would you proceed in making an audit of an 
estate, including principal personalty and income per- 
sonalty, and real estate and real estate income, where the 
interests of distributees include legacies to lineals and 
collaterals, annuities, widow's dower, life estates and 
estates in remainder? Give full particulars, with an illus- 
tration, using your own figures. 

COMMERCIAL LAW 

May, 1905. 

!• (a) What are the requirements necessary to 
the making of a valid contract? 

(b) State what contracts must be in writing 

and what under seal. 

(c) Give the distinctions, with respect to proof, 

consideration and limitation, between 
contracts made verbally, in writing and 
under seal. 
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2. Define the following and state the obligations 
imposed upon the makers : 

(a) Non-negotiable notes. 

(b) Negotiable notes. 

(c) The several different kinds of indorse- 

ments of negotiable notes. 
Give examples. 

3. What are the respective rights and duties of the 
maker, indorser and holder of an overdue negotiable 
note? Answer fully, covering the possible defences of 
maker and indorser, and under what circumstances they 
may be asserted or lost; and stating the different rights 
of different classes of holders. 

4. (a) In what essential respects do a partnership 

and corporation differ? With regard to 
formation, conduct, power, obligation, 
etc. Answer fully, 
(b) Give the extent and limitation of the 
powers of individual partners to dispose 
of firm property and to create obligations 
in the name of and binding upon the 
firm, and state fully the duties of part- 
ners to each other. 

5. From what time do you compute interest: 

(a) On a note payable in sixty days from date, 

with interest? 

(b) On a note payable on demand? 

(c) On a note payable at sight? 

(d) On open accounts? 
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6. State the distinctions between the following 
transactions, and give in detail the rights and obligations 
of the parties in each. 

(a) Conditional sale and instalment lease. 

(b) Sale and consignment. 
Give examples. 

7. (a) What are the relations of a bank to its 

depositors, and what are its obligations 
to payees of: 
(i) A certified check? 

(2) A check of depositor who dies before 

presentment? 

(3) A post-dated check, of which it re- 

ceives notice before the date of 
check? 

(4) A post-dated check of depositor who 

dies before date of check? 

(5) A check for a larger amount than the 

deposit? 
(b) To whom and to what extent is a bank 
responsible for refusal to honor a check 
where there is a sufficient deposit? 

8. State the different functions, and the respective 
powers of disposition and investment of property of the 
following: 

(a) Trustees, executors and administrators. 

(b) Receivers. 

(c) Liquidating partners. 

(d) Trustees in bankruptcy. 

9. What are the respective rights and obligations of 
the principal and of a third person dealing with his 
agent under the following circumstances: 
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(a) Where the agency is general. 

(b) Where the agency is special. 

(c) Where the principal is disclosed. 

(d) Where the principal is undisclosed. 

ID, (a) What constitutes a good tender payment 
of debt? 

(b) How are partial payments applied on a 

debt bearing interest? Give example. 

(c) Is a debt necessarily discharged by a 

receipt in full or release? 
Give reasons for your answer, with examples. 
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THEORY OF ACCOUNTS 

May, 1906. 

1. Describe a perpetual inventory, how used — ^its ad- 
vantages and disadvantages, if any. 

2. Given a plant employing: 

2$ yard laborers at $1.15 per day 

70 mechanics at $2.50 to $3.25 per day 

40 helpers in machine shop at $1.50 per day 

30 moulders at $2.75 to $4.00 per day 

10 helpers and 20 laborers in foundry at $1.50 and 

$1.25 per day 
25 patternmakers, $3.00 to $4.00 per day 
10 helpers in pattern shop at $1.50 per day 
20 foremen and under-bosses, in all three departments 

Devise a timekeeping system for these various classes 
of labor and give your reasons in full for the action you 
take. 

3. How would you adjust losses where an inventory 
and full record of the business has not been kept ? Describe 
the practical application of the co-insurance clause. 

4. What are the three leading types of corporation 
consolidation? Discuss in detail the advantages and dis- 
advantages of each form from the standpoint of the cor- 
poration. 

5. State fully the value of accounts under the fol- 
lowing conditions: 

(a) When correctly kept. 

(b) When incorrectly kept. 
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(c) As a basis of liquidation. 

(d) As a going concern. 

(e) For the purpose of sale of business. 
Giving fully your views as to both capital and revenue 
accounts, covering above conditions, including any change 
in conditions that you may suggest. 

6. What is the basis of accounts 

(a) In a corporation? 

(b) In a partnership? 

Covering in your answer a condition wherein the true 
basis may be faulty. 

7. Describe a cost system inaugurated by yourself, 
or with which you are familiar, covering details, and give 
your views as to its correctness or otherwise, and its bear- 
ing on the general books. 

8. State the difference, if any, between department 
store accounts and other mercantile businesses. 

What is the aim of department store accounting? 

9. What is the effect on a business of the following 
accounts : 

Sinking fund? 

Depreciation? 

Reserve for depreciation? 

ID. Give the names and purposes of the general 
books of a trust company doing a banking business, to- 
gether with such auxiliary books generally used and any 
suggestions as to improvement or addition thereto. 



Digitized by 



Google 



OF EXAMINERS OF PUBLIC ACCOUNTANTS II5 

PRACTICAL ACCOUNTING 

May, 1906. 

I. A printing and publishing company has the follow- 
ing departments: 

Bindery and composing room 

Store 

Subscription sales department 

Periodical department 

General office 

The system of accounts under which the business is 
operated does not classify and arrange the various parts of 
the business and the accounts relating to each in such a 
way as to render possible an easy grasp of the general 
situation. The difference between the assets and liabilities 
and the final net profit for the year are shown, but the 
various constituent elements entering into these final results 
are by no means easily traced. 

The personnel of the general office consists of general 
officers, bookkeepers and clerks. This office is responsible 
for the general conduct of the business, and for the main- 
tenance of the buildings. It also handles and conducts the 
selling end of the business, negotiates loans and pays taxes. 

The bindery department is conducted as a manufac- 
turing business. It does work for outside customers, and 
for the store department. It purchases its own materials, 
other than white paper, pays its own wages, maintains its 
own equipment, and delivers its own goods. 

The store buys white paper for the bindery, and also 
buys books from the bindery and from other publishers. It 
sells paper and books to other departments, and books to 
customers. It maintains a selling and advertising organ- 
ization, and a shipping and delivery department. 

The subscription sales department conducts a subscrip- 
tion sales business, purchasing books from the store and 
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from outside publishers, employing a force of salesmen, 
and placing advertising in various periodicals, also send- 
ing out circulars. 

The periodical department publishes and sells two 
magazines. This department receives subscriptions and 
advertising, purchases manuscript, maintains an editorial 
department, advertises the magazines, and defrays the cost 
of paper, printing and binding. 

In all departments there are certain incidental expenses 
which are not properly chargeable to any one department. 
Devise a system of accounts for this business, assign- 
ing to each department the debits and credits which can 
properly be traced to it, carrying the result thus arrived at 
into a general profit and loss account. Describe and de- 
fine the use of each account. 

Prepare a pro forma balance sheet showing the ac- 
counts that you would carry for the assets and liabilities of 
such a business, also a pro forma trading account for each 
department, and a pro forma profit and loss account. Show 
the accounts and the arrangement thereof, omitting figures. 
2. The assets and liabilities of the Corry Coal Com- 
pany, January i, 1905, as disclosed in its ledger at the 
main ofiice, were as follows : 

Assets 

Accounts receivable $271,500.00 

Cash 16,500.00 

Mine account 19,640.00 

Machinery 29,610.00 

' $337*250.00 

Liabilities 

Accounts payable $147,300.00 

Capital 100,000.00 

Surplus 89,950.00 

$337>2So.oo 
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The mine books disclosed assets 
January i, 1905, as follows: 

Cash $ 1,250.00 

Store supplies 28,900.00 

Coal 14,800.00 

Wages paid but not earned 4,300.00 

$ 49,250.00 

During the year 1905 the trans- 
actions of the company were 
as follows: 

Coal sold $297,000.00 

Store supplies bought on credit. 163,000.00 

Store supplies sold for cash . .,. 179,000.00 

Store supplies sold to wage 
earners, on credit 15,105.00 

Wages earned during year paid 
in cash 116,700.00 

Wages earned during year not 
paid 24,210.00 

Cash received on account of ac- 
counts receivable 434,000.00 

Cash paid on account of ac- 
counts payable 193,500.00 

The mine books at the close of the 
year disclosed assets as fol- 
lows: 

Cash $ 10410.00 

Store supplies 48,700.00 

Coal 16400.00 

$ 75,510.00 
Less wages due to men 4,805.00 

' — $ 70,705-00 
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These assets amounting to $70,705 were carried in 
the books of the main office at a valuation of $53410-20. 

Submit balance sheet as of January i, 1906, from the 
main office ledger ; also statement giving the true condi- 
tion of each ledger account assuming the main ledger 
accounts to have been properly revised. 

3. A, B and C form a co-partnership. 

A contributes $ 275,000.00 and is to receive 

25% of profits. 
B " $ 150,000.00 " " " " 

I2j4% of profits. 
C " $ 575,000.00 " " " " 

62j4% of profits. 

$1,000,000.00 

The profits for the first year amount to $300,000.00. 

A withdraws $200,000.00 

B " 50,000.00 

C " 162,500.00 

Desiring to embark in a new business, A purchases 
all but 1/6 of Cs interest in the profits for the ensuing 
year for $370,000, and thereafter sells to B all but 1/3 of 
his interest in the future profits for $450,000, the amounts 
thus paid for the interests sold being added to the capital 
already contributed. 

Upon the assumption that the balance due to C on 
capital account increased by the amount received by him 
from A equals 1/6 of the amount of the capital of a new 
firm, what additional amounts must be contributed by 
A and B to warrant their pro rata profit of 1/3 and 1/2 
respectively, and what would have been the condition of 
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the account of A and B and C, respectively, if the profits 
for the year amounted to $700,000; also what would it 
have been had the interest of each in the profits remained 
on the basis of their interest as stated for the first year, 
to wit: 25%, I2j4% and 62j^%, assuming interest at 
6% is allowed each on the amount of capital invested? 

4* The Maryland Street Railway Company, with an 
authorized capital stock of $1,000,000, consisting of 
5000 shares each of preferred and common stock at the 
par value of $100, had on January i, 1905, assets and 
liabilities as follows: 

Assets 

Real estate and building $200,000.00 

Power plant, machinery, etc.. . 250,000.00 
Aerial construction .......... 200,000.00 

Surface construction 200,000.00 

Underground construction ... 150,000.00 

Rolling stock 300,000.00 

Accounts receivable 10,000.00 

Cash 5,000.00 

$1 ,3 1 5»ooo.oo 

LiabUities 

Preferred stock $450,000.00 

Common stock 400,000.00 

First mortgage bond 5% 350,000.00 

Accounts payable .♦ 5,000.00 

Surplus 110,000.00 

$1,315,000.00 

The Deposit Electric Company, with an authorized 
capital stock of $500,000, had on the same day assets and 
liabilities as follows: 
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Assets 

Real estate $300,000.00 

Power plant, machinery 150,000.00 

Aerial construction 125,000.00 

Underground construction 100,000.00 

Sundry assets 15,000.00 

Profit and loss 10,000.00 

Liabilities 

Capital stock $500,000.00 

Mortgage 6% 100,000.00 

Accounts payable 100,000.00 

$700,000.00 

The Maryland Street Railway Company purchased 
securities of the Deposit Electric Company in quantities 
and at prices as follows: 

$400,000 of the capital stock at $125, payable in cash. 

$ 50,000 of the capital stock at $130, payable with $30,000 
of the preferred stock of the Maryland Street 
Railway Company at $150 and cash to bal- 
ance. 

$100,000 of the bonds at $115, payable in the unissued 
common stock of the Maryland Street Rail- 
way Company at $93 and cash to balance. 

$ 10,000 of the cash payable for the stock purchased to 
be passed to the credit of the profit and loss 
of the Deposit Electric Co. by the vendors 
to cancel the charge of like amount to said 
account. 

To provide funds to meet the above obligations, and 
also to retire its 5% Mortgage Bonds at $105, the Mary- 
land Street Railway Company issued $1,000,000 of 4% 
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Bonds and sold the entire amount thereof for cash at 

95%. 

Assuming that the dividend of the Deposit Electric 
Company declared during the year 1905 amounted to 
$25,000, and the profit of the Maryland Street Railway 
Company from operating, exclusive of interest on its 
bonded debt amounted to $100,000, to what extent has 
the profit and loss of the Maryland Street Railway Com- 
pany been affected, during the year, by reason of its 
acquisition of the securities of the Deposit Electric Com- 
pany, and of the redemption of its own 5% bonds? 

Show also the condition of accounts of the Maryland 
Street Railway Company at the end of the year. 

5. The estate of John Smith, deceased, consists of 
securities, etc., appraised as follows: 

Appraised Value 

$100,000 Wabash R. R. s% bonds $ 125,000.00 

$200,000 Rio Grande Rwy. Co. 4% bonds. . 230,000.00 
$200,000 Fort Wayne R. R. 5% bonds. ... 275,000.00 
$400,000 Pittsburgh Traction Co. 3% bonds 400,000.00 
$100,000 Canton Water Co. 3J^% bonds.. 100,000.00 

Accounts receivable 375,000.00 

Cash 50,000.00 

$i,S5S>ooo-oo 
Also real estate subject to mortgage liens of $100,000 at 5%. 

The will provides for legacies amounting to $100,000 
payable to sundry parties, and directs that securities be set 
aside to pay out of the income derived therefrom an an- 
nuity of $10,000 to the widow, to whom shall also be paid 
one-third of the net income from the real estate, and the 
income from personal property is made payable : one-fourth 
to Maggie Jones, one-third to Sarah Peters and the bal- 
ance to James Smith. The residue of the estate, real and 



Digitized by 



Google 



122 PENNSYLVANIA STATE BOARD 

personal, is payable to the said James Smith at the death 
of the widow and of Maggie Jones and Sarah Peters. 

Five years from the death of decedent, the executors' 
accounts were as follows: 

Securities set aside to pay annuity to widow 
$200,000 Fort Wayne R. R. s^i bonds 

Interest received $ 35,000.00 

Interest in default 15,000.00 

Receipts 
Accounts receivable, not appraised in inven- 
tory $ 17,000.00 

Accounts receivable 60 fo of value 60,000.00 

Accounts receivable on accoimt 175,000.00 

Interest on securities 177,500.00 

Rental of real estate 127,000.00 

Payments 

Repairs, taxes, etc., on real estate $ 22,000.00 

Betterments to real estate 16,000.00 

Decedent's debts 75,000.00 

Widow (on account of annuity) 35,000.00 

Widow (on account of real estate income) . . . 6,000.00 

Maggie Jones 15,000.00 

Sarah Peters 18,000.00 

James Smith (on account of personal prop- 
erty income) 20,000.00 

James Smith (on account of real estate 

income) 10,000.00 

Executors (on account commissions @ S%) 

on principal accoimt 25,000.00 

Expenses of administration 3,000.00 

Incumbrances on real estate and $23,000 

interest 123,000.00 

Prepare Orphans' Court account with distribution 
account attached. 
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AUDITING 

May, 1906. 

1. In making an audit of the accounts of French and 
Allen, stock brokers, how would you verify 

(a) The stocks and bonds owned or held as col- 

lateral for customers' accounts? In your 
reply state clearly each step in the process. 

(b) The stocks and registered bonds in process 

of transfer? 

(c) In preparing their balance sheet how would 

you determine the customers' accounts as 
to whether they should be classed as 
good, doubtful or bad? 
Write a report from one hundred to two hundred 
words upon such an examination. 

2. Describe in detail your method of conducting an 
audit of 

(a) A manufacturing corporation. 

(b) A commission house. 

3. What means should an auditor adopt to ascertain 
that all remittances made by regular customers and receipts 
from cash sales have been properly entered on the cash 
book? 

4. In the case of an audit of the books of a corpora- 
tion where the volume of transactions is so large that a 
detailed checking of all postings and footings is out of the 
question, what course should be pursued in the examina- 
tion in order to insure the correctness of the balance sheet? 

5. The machinery used by a firm has been purchased 
on the instalment plan with monthly payments, and under 
the stipulation that the title shall pass only when the last 
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payment has been made. At the close of the fiscal year 
there are yet several payments to be made. The firm also 
pays a royalty on the output of some of the machines se- 
cured on this plan. How should the auditor in his annual 
statement deal with the machinery, the instalments paid and 
the royalty? 

6. If in examining a manufacturing corporation using 
a cost system in their shops, you find a large difference 
between the general books and the cost in the cost books, in 
what accounts would you probably be able to trace the 
difference ? 

7. What constitutes a thorough examination of a 
bank? Write a report covering such an examination. 

8. Is there any difference between a thorough audit 
and an examination? If so, state fully wherein they differ. 

9^ Write a report of your audit of a corporation in 
which the yearly results of your examination show a 
marked difference from previous years. 

ID. Give a statement as to the duties of an auditor in 
relation to the bookkeeper and to his clients, and if auditing 
a corporation, as to the stockholders of the corporation, 
covering confidences and personal contact. 



COMMERCIAL LAW 

May, 1906. 

I. Wynne wants to become a special partner under 
the Pennsylvania Act of 1836. What precautions must 
he observe to obtain the protection of that act? What is 
the difference between the Act of 1836 and the Partner- 
ship Association Act of 1874? 
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3. Is the following note negotiable or assignable: 

"We promise to pay to Peter Burns $60 one month 
after demand, and empower any attorney to appear for 
and confess judgment against us for this amount, with 
S% commissions for collections. We waive the benefit 
of all exemption laws and give Peter Burns the option 
of demanding one share of Penna. R. R. stock instead of 
$60.00 as aforesaid. In witness whereof we bereimto set 
our hands and seals. 

(Signed) F. X. Williams, J. P. Horton." 

3. How are the directors and the president of a 
Pennsylvania corporation, which was formed under the 
General Corporation Act of 1874, chosen? What is 
meant by stock proxy? What is meant by the authorized 
capital? Need anything be paid into the treasury of the 
company before it starts ? If the company fails, to what 
extent are stockholders liable for its unpaid debts? 

4. Give a definition of "Agency." State in what 
manner authority may be conferred. 

5. State some of the powers, duties, and liabilities of 
the officers and employees of a bank, including the board 
of directors. 

6. (a) What are the powers in general of a build- 

ing and loan association? 
(b) What are the rights of a withdrawing 
stockholder? 

7. How is a corporation created? Give some of the 
powers, rights and duties, and the general rule as to 
rights of members. 

8. Give Intestate Law of this State. 
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9. What is a beneficial society, and wherein does it 
differ from an insurance company? 

10. What action would you take if called upon to 
open the books of the Smith & Jones Company, which 
has been organized under the laws of Pennsylvania with 
an authorized capital of $50,000? The minute book 
shows that the preliminary requirements have all been 
met. The minute book also shows that the corporation 
has taken over the going business of William Jones, one 
of the incorporators, receiving all the assets and assum- 
ing all the liabilities, issuing in full payment therefor full- 
paid non-assessable capital stock of the Smith & Jones 
Company in the sum of $49,000. 

Show fully the several steps you would take and the 
reason therefor. 
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THEORY OP ACCOUNTS 

November, 1906. 

I. A fire occurs in a factory three months after stock- 
taking, and completely destroys the whole of the stock- 
in-trade. How would you arrive as near as possible at 
the value of the stock to be claimed from the insurance 
company? 

3, What do you understand by hidden reserves? 
Describe the nature of some of them, and express your 
opinion of their soundness or otherwise from an auditor's 
standpoint. 

3. Point out carefully and illustrate with examples 
the distinction that is drawn between circulating capital 
and fixed capital. How far is this distinction of impor- 
tance ? 

4. A clothing manufacturer has in an adjacent city a 
separate retail establishment for the sale of his goods. 
The whole of the clerical work and cash trans2y:tions are 
in the hands of one clerk. Suggest the method of book- 
keeping which, in your opinion, will afford the best check 
from the auditor's point of view, and at the same time be 
thoroughly practical. 

5. A firm doing an extensive business uses the fol- 
lowing system of bookkeeping: 

Sales ledger, cash book and journal A to G 

" H to O 

" " " P to Z 

Purchase ledger, cash book and journal A to Z 

Expense ledger, cash book and journal A to Z 

General ledger, cash book and journal. 
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The general ledger contains the capital account, 
profit and loss account, and daily summaries of all other 
ledgers. 

All moneys received are entered by cashier No. i in 
the several cash books, and deposited in bank A; and 
then checks are drawn on bank A and deposited in sundry 
banks to pay creditors, as follows: 

Deposit Bank Creditors 

B Purchase ledger 

C Expense ledger 

D General Ledger 

A separate bookkeeper is in charge of each ledger, 
and at the close of each day each one is required to 
furnish to the manager a statement of the volume of 
entries made in the several books subsidiary to his ledger 
and posted therein; and from the information thus ob- 
tained the manager is required to submit to the firm on 
the following day a complete summary of the condition 
of the accounts to date. 

Prepare the forms necessary to show the condition 
of the accounts in the several ledgers at the close of a 
given day. Also prepare form for summary of trans- 
actions occurring and recorded on the following day, to 
be furnished by the several bookkeepers at the close 
thereof. 

Also prepare the form necessary for the manager's 
report covering the same periods. 

6. What general items apply to a cost system in a 
manufacturing company? Suggest any additional items 
that may be of benefit in arriving at cost 

7. What is the meaning of the term "Perpetual In- 
ventory," and what is the advantage, if any, of carrying 
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a Perpetual Inventory, and what are its imperfections, 
if any? 

8. Give a short statement covering the advantages 
or disadvantages of a voucher system and of tabular 
books. 

9. What are the purposes of classifications of ac- 
counts in a business, and how should they be grouped to 
show the proper results? 

10. Explain the difference between the bookkeeping of 
a bank and a manufacturing concern, and the reasons for 
such difference. 



PRACTICAL ACCOUNTING 

November, 1906. 

X. A, B, C and D formed a business partnership in 
which their several contributions and shares in the profits 
were as follows : ^. 

Contributions of Profits 
A $100,000 30% 

B 50,000 10% 

C 150,000 40% 

D 75,000 20% 

In the first year the net profits, as shown by the 
books, amounted to $210,000, and there was withdrawn by 
the several members the following amounts: 

A, $26,000; B, $20,000; C, $10,000; D, $5000. 

At the beginning of the second year the shares of the 
several members in the profits were fixed as follows: 

9 
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A, 25%; B, 15%; C, 35%; D, 25%; and the net profits 
for the year, as shown by the books, amounted to 
$250,000. D died during the year, and there was paid to 
his estate in liquidation of his interest, as disclosed by 
the books, the sum of $174,500 under an agreement be- 
tween the executors of the estate and the surviving part- 
ners whereby the estate was released from all liability to 
the partnership. The remaining partners withdrew dur- 
ing the year as follows: 

A, $30,000; B, $30,000; C, $20,000. 

At the beginning of the third year E, a former sales- 
man of the firm, was admitted as a partner, he contribu* 
ting $100,000 to the capital ; and the shares of the several 
members in the profits were fixed as follows : A, 30% ; 

B, 15% ; C, 40%, E, 15%. The profits for the year, as 
shown by the books, amounted to $250,000, and the cash 
withdrawals by the several members were as follows : 

A, $50,000; B, $40,000; C, $50,000; E, $40,000. 

At the close of this year it was discovered that by 
reason of fraudulent sales made by E, the net profits, as 
disclosed by the books, included fictitious profits as fol- 
lows: 1st year, $150,000; 2d year, $100,000; 3d year, 
$200,000. It was further discovered that the assets in- 
cluded valueless promissory notes of E's amounting to 
$120,000. 

State the interests of A, B and C, respectively, in the 
remaining assets of the firm after closing into profit and 
loss the indebtedness of E. 

3. A, B and C are partners, with equal capital and 
share equally in the profits. After trading for three years 
C wishes to retire, A and B electing to remain and purchase 
his share. The partnership agreement provides that the 
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retiring partner shall receive, by way of value for good 
will, his share of two years' purchase of the average of the 
last three years' profits preceding his retirement. 

The following are the figures, and you are requested 
to prepare a balance sheet and profit and loss account as of 
June 30, 1906, and an account showing the amount due 
to C by the remaining partners ; 

Capital account A $ 8,000.00 

B 8,000.00 

C 8,000.00 

Plant and equipment 14,840.00 

Trademarks 4,500.00 

Inventory, June 30, 1906 7,600.00 

" July I, 1905 4,800.00 

Accounts receivable 19,400.00 

Merchandise creditors 13402.00 

Sales 55,188.00 

Purchases 27,804.00 

Wages and salaries 4,600.00 

General expenses 1,560.00 

Partners drawing accounts — ^A, Dr. balance. . . 5,500.00 

B " " ... 5^500.00 

C " " ... 5,500.00 

Cash in bank and on hand 3>974-oo 

The following adjustments are to be made for the year 
just closed : 

10% depreciation on the plant and equipment 
15% " " " trademarks 

10% reserve for bad and doubtful debts 

There is on the books a special reserve account to cover 
depreciation of the stock on hand, which is of a very perish- 
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able nature. The reserve amounts to $5,388.00, and must be 
equitably dealt with in the dissolution of the partnership. 
The previous two years' profits were $17,816.00 and 
$22,020.00, respectively. 

3. It is proposed to organize a corporation for the 
purpose of acquiring the stock and controlling three exist- 
ing corporations. A, B and C, two of which latter, A and 
B, have been in operation for five and three years, respec- 
tively, while C has been newly organized. The assets and 
liabilities of the several existing companies, and the divi- 
dends paid are as follows: 

Assets 

ABC 

Plant $400,000 $300,000 

Material 295,000 425,000 

Cash 40,000 15,000 $500,000 



$735»ooo $740,000 $500,000 

Liabilities 

ABC 

Capital $100,000 $300,000 $500,000 

Surplus 60,000 40,000 

6% Bonds @ 5 years. 500,000 300,000 

Current liabilities ... 75,ooo 100,000 



$735iOOO $740,000 $500,000 

Dividends Paid 

ABC 
$120,000 $ 30,000 

For the purpose of the issuance of stock in the new 
company to the holders of stock in the three existing corn- 
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panics, it is proposed to capitalize the latter upon the fol- 
lowing basis : 

Money assets at double their value; plant at 80% of 
book values; material at 70% of book values; annual net 
earnings at Sfo ; and liabilities at par. 

The new company will be organized with a capital 
stock of $2,200,000, all of which is to be used in acquiring 
the stock of the existing companies. 

(i) What amount of stock in the new company are 
the owners of the stock in each of the existing companies 
entitled to receive? 

(2) Give a short criticism attacking the above basis 
of stock allotment and submit a more equitable basis. 

4. A trust estate consisting of personal property and 
valued at $200,000 belonged to legatees, in the following 
proportions: A, 3/10; B, 3/10; C, 4/10; and out of the 
principal estate advances had been made to the legatees as 
follows: A, $20,000; B, $20,000; C, $10,000; leaving a bal- 
ance of principal per adjudication of the trustee's third 
account of $150,000, in which the shares of the legatees 
were as follows: 

A, $40,000; B, $40,000; C, $70,000. 

At the end of two years the trustee filed his fourth 
account, showing net income for the first year of $15,000, 
and for the second year of $18,000, an aggregate for dis- 
tribution of $33,000, not including interest on advances to 
legatees. 

At the beginning of the second year A received a fur- 
ther advance of $10,000, and of the amount of income for 
distribution the legatees received the following: 

A, $8880; B, $9480; C, $14,640. 
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In attempting to ascertain the respective shares of the 
legatees in the income at the end of tiie first year for the 
purpose of distribution the trustee proceeded as follows : 

$15,000 capitalized at 6% . . . $250,000.00 

Add advance to A $20,000.00 

" " to B 20,000.00 

" " to C 10,000.00 50,000.00 



$300,000.00 



A's share 3/10 of $300,ooo=$90,ooo less $20,000.00..$ 70,000.00 
B's share 3/10 of $300,000= 90,000 less 20,000.00. . 70,000.00 
Cs share 4/10 of $300,000=120,000 less 10,000.00.. 110,000.00 



$300,000 $50,000.00 $250,000.00 

Balance Pro rata share Amount 

principal income paid 

A $ 70,000 $ 4,200 $ 4,200 

B 70,000 4,200 4,200 

C 110,000 6,600 6,600 



$250,000 $15,000 $15,000 

(i) Submit a statement of the income distribution for 
the second year using the trustee's method. 

(2) Give a much simpler form showing the legatees' 
respective shares of income for the entire period of two 
years. 

5. Prepare from the following particulars a balance 
sheet and profit and loss account. The accounts are those 
of Keep & Norris, Commission Merchants, and the 
period is for the year ending March 31, 1906. 
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Good will $75,000.00 

Insurance premiums paid on lives of partners 2,375.00 

Commission account credit balance ...... 52,585.00 

Capital invested in branches 20,000.00 

Undrawn profits of branches 10,020.00 

Investments in stocks and bonds 16,505.00 

Bills receivable 12485.00 

Book accounts receivable 67,090.00 

Fixtures, furniture, etc 12,365.00 

Merchandise owned 8,265.00 

Capital 100,000.00 

Book accounts payable 110,985.00 

Deposit account in Merchants' Bank credit 

balance ,. . . 9,860.00 

Deposit account in Tradesmen's Bank debit 

balance — 1,740.00 

Wages 21,970.00 

Rent and taxes 2,935.00 

Miscellaneous expenses 7,695.00 

Reserve for depreciation of fixtures, etc 700.00 

Bad debts 605.00 

Partners' drawings 14,740.00 

Interest received 1,170.00 

There is an error yet to be found in the books, but 
the partners are anxious for the statement and your 
opinion on it as it stands, all the postings having already 
been carefully checked. Append to the balance sheet and 
accounts a brief report discussing such matters as you 
would want to bring to the attention of your client. 

6. The Vulcan Iron Co. takes over the business of 
Simpson & Dolby, paying them $250,000 in cash, $200,000 
in first mortgage bonds, and $300,000 in full-paid common 
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Stock of the Vulcan Iron Co. at a par of $10. The capital 
of the company is $1,000,000, equally divided into 5% 
preferred and common stock, and $200,000 first mortgage 
bonds mentioned above. All the capital is subscribed 
and paid, the common stock issued to the public being 
taken up at 5% premium. The assets taken over con- 
sist of: 

Book accounts receivable $120,000.00 

Merchandise and material on hand 90,000.00 

Machinery and plant 340,000.00 

Prepare opening accounts as they would appear in 
the books of the company. 



AUDITING 

November, 1906. 

1. A firm of brickmakers, under the terms of their 
20 years' lease, agree that at the close of the term they 
will level the ground, cover with soil and generally re- 
store to previous conditions for agricultural purposes. 

(a) How would you deal with this liability in 

the accounts of the firm ? 

(b) Assume 5 years of term have expired and 

none of the work done and no provision 
made. How would you adjust matters 
at this date? 

2. The following are the accounts of the Real Estate 
Investment Company on June 30, 1906. State (limiting 
your answer to 200 words) the manner in which you 
would conduct ah audit. 
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Balance Sheet, June 30, 1906 
Assets 

Real estate, improved $450,000.00 

" " unimproved ...... 175,000.00 

Office furniture 6,850.00 

Investments in stock of other 

companies 76,000.00 

Rents accrued but unpaid 20,500.00 

Cash 22,150.00 

Total assets $750,500.00 

Liabilities 
Capital stock, 10,000 shares $100 

each, $50 paid .$500,000.00 

Mortgage bonds (5%) 200,000.00 

Reserve for depreciation 18,625.00 

Income account 31,875.00 

Total $750,500.00 

Income Account for the Year Ending June 30, 1906 
Credits 

Rentals .$ 84,500.00 

Interest on investments . . . 3,000.00 

Total credits $ 87,500.00 

Debits 

Interest on mortgages $ 22,000.00 

Taxes 6,950.00 

Water rents . 4,225.00 

Repairs and alterations . . 11,500.00 

Office and miscellaneous ex- 
penses 6,635.00 

Fire insurance , . , 610.00 

Title insurance 417.00 

Legal expenses 2,500.00 

Auditors' fees 788.00 

Profit for year 31,875.00 

Total $ 87,500.00 
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Arising out of the last question, having completed the 
audit, draw up a short and concise report to the directors, 
calling their attention to any points in the accounts to 
which notice should be specially directed. 

3. What plan would you suggest for minimizing the 
risk of fraud in the payment of wages in a factory where 
large numbers of men are employed partly by piecework 
and partly at fixed wages? 

4. What methods should an auditor employ in deter- 
mining the value of: 

Additions to plant account. 

Patterns in a manufacturer's accounts. 

Buildings. 

5. In your audit there arc two possibilities against 
which you would rigorously guard. 

(a) The overstating of debtor balances. 

(b) The understating of creditor balances. 
Set out all the practical checks you can think of. 

6. A concern engaged in building locomotives wishes 
to equip their machine shop with some new machinery 
of standard types, and determines to have it made in 
their own plant by their own workmen from material 
which they have in stock. By this means it will cost 
much less than if they bought it from outsiders. They de- 
sire consequently to charge their "Machinery and Large 
Tools" account with the current market price of the 
machinery so produced, on the ground that their work- 
men, while making it, have been detached from other 
profitable employment 

Discuss this question pro and con, and say what you 
would advise to be done, giving your reasons. 
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7. What points, if any, are covered by an examina- 
tion that are not covered by an audit. Ansv^rer fully. 

8. To what extent would you criticize the manage- 
ment in your report? 

9. State generally your idea of your duties as an 
auditor and the points to be covered by an audit. 

ID. Describe an audit of a trust company doing a 
banking business, acting as trustee for estates, trustee for 
bondholders of a corporation and issuing title, surety 
and fidelity bonds, giving your views as to how you 
would arrive at the liability of the company as to the 
title, surety and fidelity bonds. 

COMMERCIAL LAW 

November, 1906. 

1. X lends money to Y to be employed in business, 
and it is agreed between them, among other things, that 
X shall receive a rate of interest varying with the profits 
of the business. Mention the points which would be 
considered in determining whether or not there was a 
partnership between X and Y. 

2. A check is made payable to your order; you 
endorse it and present it to the bank for payment; the 
teller of the bank, not knowing that the drawer's account 
is overdrawn, pays you the amount of the check. Can 
the bank sue and recover from you the amount so paid? 
Give reasons for your answer. 

3. What are the rules as to the liability of the firm 
in the following cases: 
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(a) Where one partner pledges the credit of 

the firm for a purpose apparently not 
connected with the firm's ordinary 
course of business. 

(b) An act done in contravention of an agree- 

ment placing a restriction on the powers 
of one of the partners. 

4. In the absence of any special agreement, what are 
the rights and duties of partners between themselves in 
relation to the partnership? 

5. State the principal rules which govern offer and 
acceptance so as to constitute a binding contract between 
the person making the offer and the person to whom the 
offer is made. 

6. Give a concise explanation of the right of stop- 
page in transitu. When and how can it be exercised? 

7. X goes into a shop and orders a watch, value $40; 
a chain, value $15; and a ring, value $25, and orders 
them to be sent to his address. Later in the day X calls 
at the shop and says he has changed his mind, and refuses 
to take the goods. The goods have not yet been deliv- 
ered. Can the jeweler compel X to accept and pay for 
the goods? Give reasons for your answer. 

8. The directors of a manufacturing corporation on 
behalf of the company entered into a contract with M. 
Suppose such contract is (a) ultra vires the company, (b) 
ultra vires the powers of the directors, (c) made before 
the company was incorporated; can such a contract be 
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enforced or ratified by the company in any or all of the 
above cases? 

9. To what extent and on what general subjects may 
expert testimony be introduced? Give example. 

10. How may the credit of a witness be impeached? 
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GENERAL ACCOUNTING 

November, 1907. 

I. The report to the Comptroller of the Currency by 
the Blank National Bank on June 15, 1906, and again on 
July 20, 1907, showed as follows : 

Resources 

June, 15, 1906 July 20, 1907 

Loans and discounts $3,551,140.20 $3,670,785.13 

U. S. bonds to secure circu- 
lation and U. S. deposits. . . 547,000.00 450,000.00 
Premiums on U. S. bonds. . . . 13,000.00 12,000.00 

Bonds, securities, etc 370,244.25 410,570.75 

Banking house, furniture, etc. 70,694.16 129,198.80 

Due from banks and bankers. 613,753.18 520,734.39 

Royal Bank of Dublin, Ireland 36,215.48 42,486.15 
Due from approved reserve 

agents 537456-91 472,646.47 

Checks and other cash items. 24,247.54 83411.83 

Exchanges for clearing house 281,933.18 199,179.10 

Notes of other National Banks 2,850.00 200.00 

Fractional currency, etc 495-55 i,974-6i 

Lawful money reserve in bank 411,218.15 522,225.80 
Redemption fund with U. S. 

Treasurer 20,250.00 24,250.00 

Total $6,480,498.60 $6,539,663.03 
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Liabilities 

Capital stock paid in $ 600,000.00 $ 600,000.00 

Surplus fund 500,000.00 550,000.00 

Undivided profits, less ex- 
penses, etc. 115,754.47 109,566.46 

National bank notes outstand- 
ing 408,000.00 400,400.00 

Due to banks and bankers. . . 956,437.76 1,119,598.80 
Individual deposits subject to 

check 3,463,436.50 2,802,915.26 

Certificates of deposit 33,665.00 15,585.56 

Certified checks 6,226.71 4,124.50 

Cashier's checks outstanding. 142,978.16 402,472.45 

United States deposits 144,000.00 45,000.00 

Bonds borrowed 110,000.00 

Notes and bills discounted 490,000.00 

Total $6,480,498.60 $6,539,663.03 

Accounts current received from the Royal Bank of 
Dublin show a credit balance in favor of the Blank National 
Bank on June 15, 1906, of £7624/8/4, and on July 20, 1907, 
of ^9337/14/6. 

(a) You are retained by the board of directors 
of the bank to make an examination on 
July 20, 1907, and to make an audit in 
connection therewith of the accounts from 
June 15, 1906. State how you would pro- 
pose to carry out these instructions, de- 
scribing your process in the order in which 
you think the several steps should be 
taken, and discussing carefully each item 
shown on the foregoing statements, to- 
gether with such other accounts appearing 
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in connection with your answer to part 
(d) of this question as you think should 
be examined. 

(b) Do the ledger balances against the Royal 

Bank of Dublin show the correct status of 
this account? How would you prove that 
they do, and if you found the balances 
stated above to be wrong, what entry 
would you make to correct? 

(c) Describe more fully the "liability ledger" 

(or what is known in some banks as the 
"credit ledger" and in others as the "line 
ledger") and state whether you think it 
should prove with any general ledger 
account or be kept by single entry purely. 
If the former, show how you would ac- 
complish your purpose. 

(d) From the foregoing and your knowledge of 

banking, outline a system of accounts suit- 
able for the Blank National Bank describ- 
ing (in sufficient detail to indicate your 
understanding) the principal books and 
blanks used in the several departments, but 
showing no forms. 

a. Describe the use and operation of a clearing house. 

3. State briefly the sources of income of 
National banks 
State banks 
Savings banks 
Trust companies 
Building associations. 
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4, What are the distinguishing features of a 

Mortgage bond 
Collateral trust bond 
Income bonds. 

5, What is the purpose and method of registering 
stock certificates and other corporate securities? 

6, Brown & Jones are extensive dealers in plumbers' 
supplies, and are located in Philadelphia; Smith & Rogers 
are conducting a similar business in Pittsburgh, and James 
Watterson, of Harrisburg, Pa., is a manufacturer of an im- 
proved valve and nozzle as well as several other articles, 
all of which are used in the plumbing trade. 

The territory covered by Brown & Jones and by 
Smith & Rogers overlaps to some extent, and causes a sharp 
competition. They are both extensive customers of Wat- 
terson. 

Brown & Jones have assets consisting of cash accounts 
and merchandise amounting $218,380.00, and store fixtures, 
etc., worth $4500.00. Their liabilities, consisting of cur- 
rent accounts for purchases are $7629.40, of which 
$2468.00 is owing to Watterson. During past three years 
their business was: gross, $739,555.30, $850,417.84 and $1,- 
016,228.54 respectively, while the net profits were for the 
same years: $49411.20, $63,619.12 and $85,342.90. 

Smith & Rogers have quick assets of $195,620.30 and 
fixtures valued at $6300.00. Their liabilities are: Bank 
loans, $40,000.00; bills payable for merchandise, $24,673.00, 
all in favor of Watterson ; accounts payable, $18,794.28, of 
which they owe to Watterson, $6,287.40. During the past 
three years their gross business was $535,260.18, $601,- 
341.74 and $567,214.96, and the net profits before payment 
of interest on loans were $46,317.46, $47,934.68 and $39,- 
184.72. 

James Watterson has quick assets of $108496.54, a 
plant comprising real estate, buildings and equipment worth 
10 
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$76453.83, clear of encumbrances. His liabilities consist 
of accounts payable $26465.34. His sales for the past three 
years were $204,186.32, $230,419.28 and $248,781.20, and 
his net profits were $30,847.15, $35,620.96 and $42,20841. 

These three concerns are desirous of consolidating 
their businesses, and want to form a corporation for the 
purpose. You are asked to prepare an equitable plan for 
the acquisition of these properties under which payment will 
be made in stock of the new company. In doing this, show 
specifically the valuation you place upon each business and 
your method of arriving thereat, together with your reasons 
therefor. 

Prepare a balance sheet showing the assets and liabili- 
ties of the new company. 

7* The following are summarized trial balances of a 
manufacturing company as of December 31, 1906, and 
June 30, 1907: 

December 31, 1906 June 30, 1907 

Capital Stock .... $300,000.00 $300,000.00 

Debentures 100,000.00 100,000.00 

Cash $25,127.96 $34,321.90 

Inventory 351,362.14 396,609.50 

Accounts payable . 1 5*256.59 19,690.23 
Accounts receiv- 
able 24,200.50 54,009.16 

Real estate, build- 
ings, etc. 110,910.54 115,602.73 

Stocks and bonds. 21,650.36 22,321.14 
Unexpired insur- 
ance 1,550.25 1,824.67 

Surplus 119,545.16 119445.16 

Profit and loss ac- 
count 1907 85,553.71 

$534,801.75 $534,801.75 $624,689.10 $624,689.10 
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The books of the company were audited as at 
December 31, 1906, and in making up the accounts at 
that date the auditors made the following adjustments 
of the above trial balance figures : 

(i) Transferred to profit and loss $8462.14, 
which had been improperly charged to 
real estate and buildings. 

(2) Wrote off $3600 for depreciation of build- 

ings, etc. 

(3) Brought into account expense liabilities 

amounting to $1250 which had been in- 
curred in 1906, but were not entered on 
the books until January, 1907. 

(4) Reduced the value of inventory by $14,920. 
The auditors were again called in at June 30, 1907, 

and found that the adjustments made by them at the 
previous audit had been ignored so far as the books were 
concerned. They also found that during the half year 
$1000 had been charged to buildings instead of to expense 
account; that no provision had been made for depreci- 
ation during the year amounting to $1800, and that the 
inventory of June 30th was overvalued to the extent of 
$9840. On the other hand the insurance unexpired was 
incorrectly calculated and should have been $2774.67 
instead of $1824.67. 

(i) Prepare the audited balance sheet at June 
30. 1907- 

(2) State the amount of the profits for the half 

year as audited. 

(3) Prepare schedules showing how the audited 

balance sheet is made up and how it can 
be connected with the book figures. 
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8. What is the distinctive difference between an 
insurance company that is known as a ''mutual com- 
pany," and one that is known as a "stock company?" 

9. How is the "Mutual Fire Insurance Company" 
organized in Pennsylvania? 

What is its executive organization, and how is the 
latter created and perpetuated? 

10. What is meant by a life insurance company's 
"reserve," and how is it created? 

11. You are retained by the Appliance Manufacturing 
Company to audit its accounts for the year ending June 
30, 1907, and to prepare the balance sheet, trading and 
profit and loss accounts for the year. 

You are expected to write a brief report of not less 
than 200 and not more than 400 words dealing with your 
audit, showing its scope and discussing any matters 
relating to the accounts which may seem to you to be of 
interest. 

The company was incorporated on July i, 1906, and 
its balance sheet on that date showed as follows : 

Assets 

Cash $ 12,680.92 

Bills receivable 2,200.00 

Book accounts receivable 19,501.33 

Merchandise material on hand. 9,55443 

Machinery and tools 129,355.01 

Furniture in office and store . . 11,762.18 
Expenses of incorporation ..... 500.00 
Book accounts receivable in sus- 
pense 1,983.40 

Good will 40,000.00 

Total $227,537.27 
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Liabilities 

Bills payable , $ 10,901.07 

Book accounts payable ....... 15,617.04 

Capital stock 200,000.00 

Reserve for suspended accounts 

receivable 1,019.16 

Total $227,537.27 

The trial balance of June 30, 1907, was as follows : 

Cash $ 5,259.80 

Notes receivable 5*048.75 

" payable $ 16,922.81 

Sales 240,172.56 

Materials and supplies 52,088.94 

Sundry merchandise bought . . . 2,869.80 

Selling wages 22,400.04 

Manufacturing wages 88,317.70 

Miscellaneous receipts 549-20 

Office salaries . 5,802.50 

Manufacturing expenses i5»353-i6 

Office expenses 2,496.14 

General selling expenses 3491-So 

Advertising 2,064.33 

Light, heat and power 3,121.97 

Rent of factory 4,000.00 

" " store and office 1,860.29 

Repairs to machinery, etc 845.78 

Delivery expenses 2,201.01 

Interest and discount 738.40 

Commissions 5*089.30 

Machinery and tools 132,817.24 

Dividend (paid January 10, 

1907) 6,000.00 
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Furniture, etc., in store and 

office .$ 12,01645 

Book accounts receivable ...... 58,935.20 

" " payable $ 18,311.16 

Expenses of incorporation 500.00 

Reserve for suspended accounts 320.59 

Good will 40,000.00 

Capital stock 200,000.00 

Accounts receivable in suspense. 2,316.84 

Totals $475,95573 $475,95573 

The inventory of merchandise and material amounts to 
$12453.90. 

You discover the following facts not disclosed by the 
books: 

(a) Invoices not entered 
Maryland Steel Co., dated June 15, 

1907, for steel $165.00 

York Safe & Lock Co., dated June i, 

1907, for office safe 110.00 

Vulcan Coal Co., dated May 20, 1907, 

for coal 42.50 

$317.50 

(b) The company made in its shop for its own 

use five machines, in the construction of 
which it used material costing $525.00, and 
the mechanics' wages amounted to $750.00. 

12. A company is engaged in a business in which it 
enters into contracts to render certain services for fifty- 
two weeks for twenty dollars, payable eight dollars in cash 
and the balance by instalments on the first of each month. 
As an inducement to customers it gives with each contract 
an article costing three dollars, and it allows the agent 
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securing the contract to retain out of the cash payment a 
commission of $2.50. Experience shows that the cost of 
collecting the monthly instalments averages ten per cent, 
of the amount collected. 

(a) What entries would you make on the books 

when the contract is secured? 

(b) How would the accounts opened be dis- 

posed of by the time the contract is closed? 

(c) You are asked to change the bookkeeping 

system and open an entirely new set of 
books at a date when the records show 
among other assets and liabilities, 1000 
contracts in force with an average of 
twenty-five weeks' service to be rendered 
on each, and instalments amounting to 
$7500 outstanding. What assets, liabilities 
and reserves would you set up in the new 
books respecting these matters? It is not 
necessary to consider the question of can- 
cellation or breaches of contract. 

13. The Bituminous Mining Company has its general 
offices in Philadelphia, and operates the following mines : 

Coalport, Pa. — ^Daily output 2000 tons; men em- 
ployed, 400 

Glen Hope, Pa. — ^Daily output 2400 tons; men 
employed, 500 * 

Ostland, Pa. — ^Daily output 1000 tons; men em- 
ployed, 150 

Winslow, Pa. — ^Daily output: Coal, 3000 tons; 
coke, 200 tons ; men employed, 750. 

At each place the company owns the coal in fee and 
has also erected a number of tenant houses, a doctor's office, 
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store, and other office buildings, as well as the buildings 
used more directly in the operation of the mines and coke 
ovens. 

What accounting organization would you recommend 
for this company, and how would you distribute this organ- 
ization between the offices in Philadelphia and those at the 
several mines? 

What functions should the mine officers perform? 

What reserves, if any, should this company maintain, 
and what should be their basis ? 

14. The East & West R, R. Co. acquires looo freight 
cars costing $600.00 each, for which it issues its "Car Trust 
Obligations, Series A." 

(a) Describe as fully as you can the nature of 

these securities. 

(b) What entry should be placed upon the books 

of the East & West R. R. Co. at the time 
the above transaction took place ? 

(c) What entries would be required during the 

life of the car trust and at its termination? 

15. Make out a report of a public utility company, sup- 
plying your own figures, covering details of classifications 
of operating accounts only, and give results as to profit or 
loss. 

16. State the difference between the systems of cost 
accounting of a machine shop or foundry, and that in gen- 
eral use in a public utility company, either gas or electric 
lighting. 

17. Wherein do municipal accounts differ from private 
accounts as to capitalization and revenue? 

Explain fully as to the receipts and disbursements of 
funds. 
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18. B dies March 23, 1905, leaving an estate consist- 
ing of the following property in charge of his three exec- 
utors, X, Y and Z : 

Cash in bank $10,000.00 

Accounts receivable from 

1 $ 2,000.00 

2 — 3,000.00 

3 ..., 1,000.00 

4 3,000.00 

5 1,000.00 

6 4,000.00 

7 2,000.00 

8 3,000.00 

9 , 4,000.00 

10 1,000.00 

$24,000.00 

Stocks and bonds 

1 100 shares Union Bank (par 

$100) ...$12,000.00 

2 40 shares Traders* Bank (par 

$100) 12,000.00 

3 $1,000 C. & O. 4's— J. & J.. . 1,050.00 

4 5,000 P. R. R. 6's— M. & S. 4,500.00 

5 10,000 N. Y. C. 3/4's— J. & J. 10,450.00 

$40,000.00 

and three parcels of unimproved real estate. 

Three of his heirs are also indebted to him for money 
loaned : 

C $ 5,000.00 

D 6,000.00 

E 7,000.00 

$18,000.00 
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The will directs the executors to dispose of the real 
estate, convert the other assets and distribute the funds, 
to wit : 

Widow .One-half 

fC ^ 

Children J D > One-sixth each 

Le J 

Up to April 30, 1906, the executors collect all the 
accounts receivable with the exception of items No. 3, 
No. 6 and No. 10, on which they realized only $4500, the 
balance being uncollectible. 

Bonds No. 3 and No. 5 matured January i, 1906, and 
bond No. 4 matured March i, 1906, and were redeemed 
at par. Stock No. 2 is sold at $325.00 and stock No. i at 
$125.00, both sales taking place on April 15, 1905. 

The real estate is sold for cash, $5000.00; and mort- 
gages $10,000.00. 

Interest has been received on bank balances, $300.00; 
accounts receivable, $50.00; and on each of the bonds at 
the regular interest periods in full. 

The executors pay decedent's debts and funeral ex- 
penses, $1000; counsel fees, $500; safe deposit box rent, 
$10 ; and office expenses incident to collection of income, 
$500. The executors waive their claim to commissions, 
but ask for an allowance to cover expenses incurred by 
them to $75.00 each. 

State the executors' first and final account and pre- 
pare a statement for the purpose of guiding the court in 
directing a distribution to be made to the heirs. 

In preparing these accounts follow closely the form 
you would use in actual practice. 
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COMMERCIAL LAW 

November, 1907. 

1. A is a member of the firm of A & B ; he draws a 
promissory note at three months for the sum of $1000 in 
the name of the firm to his own order and endorses it, 
and borrows $1000 from C upon the note. A keeps the 
money and uses it for his private purposes. Is the firm 
liable to C? If the firm wa^ a partnership association 
under the Act of 1874, would it be liable? If A were 
president of the corporation and gave the corporation's 
note in the same form and manner, would the corporation 
be liable? Give your reasons for your answer in each 
case. 

2. B finds himself in financial difiiculties and goes to 
his friend A and asks for a loan of $10,000, which A 
agrees to make. B, fearing his credit might be impaired, 
requests A to keep the matter strictly secret, which A 
does. B gives him his promissory note at one year for 
the amount, and before the end of the year dies. A on 
searching for the note is unable to find it. How can he 
prove his claim in the Orphans* Court? 

3. Henry Jackson in January, 1904, owed about 
$29,000. He owned a house and lot worth about $6000; 
stock and goods worth about $10,000; and some railroad 
stock then worth about $10,000. Being pressed by his 
creditors, and fearing that he was about to fail, he con- 
veyed his house and lot to his friend William Johnson 
for an expressed consideration of $6000, though nothing 
was paid, Johnson giving him a written agreement to 
reconvey the property on request. The railroad stock 
rises rapidly in value and Jackson sells it and pays all his 
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debts and then demands the reconveyance of the prop- 
erty, which Johnson refuses to make, declaring his inten- 
tion to keep it. What are Jackson's rights? 

4. Arthur Morley is the son of James Morley who 
died in 1904, leaving a widow and three children, James, 
Jr., William, and Arthur. Arthur, in January, 1906, then 
just twenty years of age, marries and immediately after- 
wards makes his will devising of his real and personal 
property to his wife. Six months afterwards, in a rail- 
road accident, Arthur is killed and his wife so injured that 
in a week she also dies, leaving a father and mother, but 
no other relatives. How is Arthur's real and personal 
property divided and in what proportions? 

5. How is a corporation organized under the laws of 
Pennsylvania? How are the officers and directors 
chosen? What is the difference between common and 
preferred capital stock? 

6. A receiver was appointed for the Globe Knitting 
Company. He found no assets but the mill and machinery, 
covered to their full value by a mortgage for $250,000, to 
secure an issue of bonds to that amount. The capital stock 
was $500,000, and from an examination of the books it 
appears that of this, $250,000 par value was given by the 
company as a bonus to the persons who bought the bonds, 
and the other $250,000 was sold for 50 cents on the dollar 
to subscribers. The debts of the concern over and above 
the bonded indebtedness are $500,000. Are either of the 
classes of stockholders liable to the creditors? 

7. How is a national bank organized? What govern- 
mental officer has charge and control of national banks? 
Are the stockholders of a national bank liable for its debts? 
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8. A has an account in bank in which he has on deposit 
to his credit the sum of $2000. He gives to B his check 
on the bank for $1000, which the bank declines to pay. Is 
the bank liable to B, the holder of the check? 

9. A gives B his check to the order of B for $500. B's 
clerk steals the check, forges B's name as endorser. The 
bank pays the check and charges it in the usual way to A's 
account. A sues the bank for the amount. Can he recover? 

10. A owes B $500 and offers his note for the amount 
for four months. B demands security, and C, at his request, 
signs the following paper : 

"I agree to become responsible as surety for the pay- 
ment of A's note for Five Hundred Dollars ($500.00) 
dated this day." 

When the note becomes due, A pays $100 on account 
and gives B a new note for $400 at four months. This 
last note is not paid, and B sues C on the above contract. 
Can C make any defence, and if so, what? 

11. A is thrown into bankruptcy in July, 1907. Among 
his creditors are B, to whom he owed originally $7500, to 
whom he paid in January $2500; to C, to whom he owed 
originally, $3000, but to whom he paid $1000 in May and 
$1000 in June, 1907, and D, who immediately prior to the 
filing of the petition in bankruptcy had obtained judgment, 
issued an execution and levied on his stock in trade, suffi- 
cient to cover his debt in full. To what extent are these 
creditors entitled to participate in the distribution? 

12. A sells a carload of wheat to B and delivers the 
same to a railroad company in Peoria, Illinois, for ship- 
ment to Philadelphia, and receives the bill of lading therefor. 
He draws upon B for the price of the grain, endorses the 
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bill of lading, attaches it to the draft and takes it to his 
bank, which advances to him the amount of the draft. The 
railroad company delivers the grain to B, who sells it and 
declines to pay tihe draft What are the rights of the bank, 
and what eflFect had the delivery to it of the bill of lading? 

13. If A agrees to buy B*s horse for $150 and B agrees 
to sell, but no consideration is paid at the time, is the ccm- 
tract binding? 

14. James Wilson is appointed by the will of his friend, 
Henry Elberson, the sole executor and trustee of his estate. 
He files his account as executor, showing a balance of $250,- 
000, which is awarded to him as trustee under the will, to 
pay the income to the five children for life, in equal shares, 
and on their respective deaths to pay the respective shares 
of principal to their children. One of the children of the 
decedent died, and Wilson files his account as trustee, show- 
ing the principal of $250,000 and a small sum of accumu- 
lated income undistributed. What commission is he entitled 
to on the filing of the last account? 

Under precisely similar circumstances, except that by 
his will he appointed his son John his executor and the 
Gibraltar Trust Company as trustee, the trustee filed its 
account in the estate of Henry Harrison. What commission 
was the trust company entitled to take? 

15. Edward Schofield is the administrator of the estate 
of Howard Richardson, and the estate consists of realty 
and personalty. Schofield collects the rents of the realty and 
the personal estate of the decedent, and has on his hands 
$2000 of the former and $15,000 of the latter. The debts 
of the estate are $16,000. He left surviving him a widow 
and four children. How should the administrator apply the 
money? 
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